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FINANCIAL 

HIGHLIGHTS 


millions, except per 
common share data 

1991 

1990 

1989 

1988 

1987 

Revenues . 

.$ 57,242 

155,972 

$53,794 

$50,251 

$45,904 

Net income. 

1,279 

902 

1,509 

1.454 

1.633 

Common share dividends. 

. 688 

686 

702 

758 

756 

Per common share 

Net income. 

. 3.71 

2.63 

4.30 

3.84 

4.30 

Dividends. 

. 2.00 

2.00 

2.00 

2.00 

2.00 

Investments. 

. 46,567 

38,675 

33,705 

29,136 

25.120 

Total assets . 

. 106,435 

96,253 

86,972 

77,952 

75.014 

Shareholders' equitv. 

. 14,188 

12,824 

13,622 

14,055 

13,541 
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CHAIRMAN’S MESSAGE TO SHAREHOLDERS 


2 


Whether helping our 
customers shop for 
general merchandise 
and sendees, insure 
their autos, homes or 
lives; bu y or sell their 
homes; trade 
securities; or use our 
credit services, Sears 
people worked harder 
than ever in 1991 to 
provide the best in 
quality, value and 
service. 


In a year which was noted for 
a tough economy and a low 
level of consumer confidence, 
all of our business groups had 
strong performance improve¬ 
ments over 1990. 

1991 revenues were $57.2 
billion, up 2.3% from 1990, 
while net income rose -42% to 
$1.3 billion or $3-71 per share, 
compared with $902 million or 
$2.63 per share in 1990. 

Contributing significantly to 
the Company's earnings gains 
were improvements in under 



writing results and investment 
income at Allstate, excellent 
performance of Dean Witter s 
Securities and Discover Card 
operations, the effect of cost 
reduction programs in the 
Merchandise Group and im¬ 
proved operating performance 
by Coldwell Banker. 

Major adverse factors, in ad 
dition to the U.S. recession, in 
eluded a high level of catastro 
phe claims at Allstate and the 
impact of the depressed Cana¬ 
dian economy on the perfor 
mance of the Merchandise 
Group's international opera 
tions. 

Sears Merchandise Group 

The primary emphasis for 
Merchandise Group operations 
continues to be expense reduc¬ 
tion and revenue growth 
through stronger, more focused 
merchandising and marketing 
techniques and the achieve¬ 
ment of significantly higher lev¬ 
els of customer service. The 
Group's increase in earnings to 
$486 million for the year was 
largely due to the combination 
of exceeding a cost reduction 
goal of $600 million and the 
strong profit performance of 
the credit segment. Low levels 
of consumer confidence damp 
ened sales of durable and big 
ticket merchandise throughout 
the year, resulting in an overall 
1.7% decline of $553 million in 
revenues to $314 billion 

Merchandise Group perfor 
mance is expected to benefit 
from improving sales trends 
that began at year end, as well 
as from continued expense 
reductions. 

.Allstate Insurance Group 

Allstate’s net income in 
creased to $722 million in 
1991. Improvements in under 
writing results and investment 
income more than offset the 
planned decrease in realized 
capital gains and the absence 


of the nonrecurring tax benefit 
in 1990. despite the high level 
of catastrophe claims and a 
tough regulatory environment 
Group revenues were up 6.3% 
to $19.-4 billion 

Dean Witter Financial 
Services Group 

Both Securities and Credit 
Services contributed to the 
Group's continuation of strong 
profit performance, with a 48% 
increase to $345 million for 
1991 on top of its 40% improve¬ 
ment the prior year. Revenues 
rose 7.3% to $-4.9 billion. The 
Securities segment perfor 
mance was bolstered by man 
agement’s focus on operating 
cost controls throughout the 
year. Discover Card continued 
to perform exceedingly well in 
earnings, new accounts and re 
ceivables growth. 

Coldwell Banker Real 
Estate Group 

The Group’s 1991 earnings 
of $61 million, compared to 
$26 million in 1990. reflect 
greatly improved operating per 
formance as well as record 
sales and income in the resi 
dential segment, despite the 
difficult housing market. Group 
revenues were up 17% to 
$1.6 billion. After tax gains 
from the sale of properties 
were $101 million in 1991 com 
pared with $ 118 million a year 
ago. 

Capital Investments 

During the year we invested 
more than $6.4 billion in our 
businesses. The major invest¬ 
ment categories were Discover 
Card receivables, insurance 
portfolio investments, new 
stores, retail inventories, fix 
tures and repairs, residential 
mortgages and new systems. 
Total assets reached $106.4 bil 
lion at year end. In the last five 
years, assets have grown by 
more than $40 billion. 






The ability to fund this rate 
of growth represents one of 
the major strengths of the Com 
panv with its current mix of 
businesses. Approximately 10 
years ago, your Company iden 
tified financial services as 
a growth area through the re¬ 
mainder of the century and 
embarked upon a series of 
initiatives designed to make 
Sears, Roebuck and Co. a 
major provider of financial 
services to the American 
consumer. 

Today, we handle 11% of ex¬ 
isting home sales, have the 3rd 
largest retail brokerage sales 
force, rank 6th in residential 
mongage originations, insure 
one of every eight homes and 
automobiles and are the larg¬ 
est single provider of revolving 
consumer credit. 

These accomplishme nts 
were made possible by draw¬ 
ing upon the consolidated 
cash flow of the Company. 

The ability to periodically 
draw cash from one or more 
of our businesses to fund the 
accelerated growth of smother 
is a significant competitive ad 
vantage and a major benefit 
flowing from the combination 
of our diverse businesses un 
der a single common owner 
ship. We will continue to draw 
upon this strength in the fu¬ 
ture, and expect that this abil 
ity to reallocate resources 
among our businesses will 
lead to creation of value for- 
and delivery of better returns 
to-our shareholders. 

Board Actions 

• The Company instituted sev¬ 
eral measures that w^e ttelieve 
will benefit shareholders and 
strengthen the governance of 
the Company. 

These include new policies 
and procedures regarding: con 
fidential voting in the election 
of directors; intensifying the 


process of electing new direc¬ 
tors to the board; maintaining 
the ratio of outside to inside di¬ 
rectors at three (or more) to 
one; having an outside direc¬ 
tor serve as chairman of the 
nominating committee of the 
board; and excluding officers 
and directors of the Company 
as Trustees of the Savings and 
Profit Sharing Fund of Sears 
Employees. 

• James M. Denny was elected 
vice chairman, with the Allstate 
Insurance and Coldw'ell 
Banker Real Estate Groups 
reporting to him, while 

the Sears Merchandise and 
Dean Witter Financial Services 
Groups will continue to report 
to me. Edward M. Liddy was 
elected senior vice president 
and chief financial officer, 
succeeding and reporting to 
Mr. Denny. 

• Forrest R. Haselton w r as 
elected president of retail in 
Sears Merchandise Group, suc¬ 
ceeding Laurence E. Cudmore, 
w r ho has retired. 

• We will all miss the counsel 
and friendship of John S. Vivi¬ 
an, a 39-year Sears veteran 
w'ho passed away early this 
year. John w-as a Sears vice 
president and had been the 
Corporate Comptroller since 
1985. 

Preferred Stock Offerings 

The Company recently is¬ 
sued two new' preferred stock 
securities. In November 1991, 
we issued $325 million of per¬ 
petual preferred shares and in 
early 1992, w-e issued approxi¬ 
mately $1.2 billion of 
Mandatorily Exchangeable 
Preferred Shares (PERCS™ ), 
which will be exchanged for 
common shares in three years. 
Both issues enabled us to take 
advantage of attractive capital 
market conditions to reduce 
our debt, strengthen our bal¬ 
ance sheet and provide new 
sources of funds for growth. 


More background on these 
securities is provided in the 
Financial Objectives discussion 
which begins on page 8. 

Outlook 

A number of factors indicate 
a general economic recovery 
and an upturn in consumer 
confidence as the year pro¬ 
gresses. Among the most signifi¬ 
cant are improving levels of 
general merchandise and exist¬ 
ing home sales, along with 
heightened stock market activ¬ 
ity which usually precedes a 
recovery. 

Regardless of economic con 
ditions, however, each of our 
businesses is taking steps to be¬ 
come more competitive, to de¬ 
liver exceptional customer ser¬ 
vice and to improve its return 
on equity. 

The performance of each 
business group in the severe 
1991 economic environment 
gives us a high degree of con¬ 
fidence that w'e’re well posi¬ 
tioned for continued profitable 
growth. 

The members of the Sears 
family came through again this 
year with great sacrifice and 
dedication. They' worked 
harder than ever at all levels, 
and I appreciate their efforts. 
Credit for the Company’s im¬ 
provement over 1990 belongs 
to each of them, and I look for 
ward to the future with confi 
dence. 


a{L, 

Edward A. Brennan 
Chairman, President and 
Chief Executive Officer 
March 11, 1992 






SEARS MERCHANDISE GROUP 



Customer satisfaction 
is the sum total of 
how well we can 
provide the quality 
products, value and 
service our customers 
have every right to 
expect. It defines 
our strength and 
character and is the 
key to our future. 

Financial Highlights 

in millions 

1991 1990 


Revenues *3 1,432.9 *31.985 7 


Assets 24,829.1 25,539.0 


Receivables 13,537.4 15,230.4 


Group 

Income 486.3 257.4 


Along with enhanced 
merchandise selection, 
reformatted Sears 
stores are creating a 
more appealing shop¬ 
ping atmosphere 
through the use of 
softer lighting, wider 
aisles and improved 
levels of customer 
service. 


The Sears Merchandise 
Group made progress last 
year, but there is still much to 
be done. We are continuing to 
intensely focus on improving 
customer service and increas¬ 
ing revenues at an acceptable 
margin with a cost structure 
that generates an attractive 
shareholder return. 

Our strategy is to position 
Sears as an integrated, power¬ 
ful specialty merchant in each 
of our businesses: home appli 
ances and electronics; home 
fashions; women's, men's and 
children's apparel; home ini 
provements; and automotive. 

As an integrated store, each 
of our businesses derives a sig 
nificant benefit from the oth¬ 
ers, as well as from the Sears 
name and reputation for trust. 
For more than 100 years, Amer 
icans have had confidence in 
the quality of the goods and 
services that we have sold, and 
we will continue to leverage 
that great strength. 

In today's highly competi¬ 
tive marketplace, each of our 
businesses-stores within a 
store-competes as a powerful 
specialty merchant market by¬ 
market on product assortment, 
price, service and presentation. 
We know our competitors and 
customers better than ever 
before. 


Our national and private la 
bel brands give us the ability 
to provide a wider assortment 
of products at competitive 
prices. We have improved the 
taste level of our apparel offer 
ing. We'll continue to add 
such trusted brands as Good 
year tires in automotive and 
Levi's Dockers and OshKosh 
in apparel to build even larger 
market shares. 

Our marketing strategy is de 
signed to create excitement 
with more store-wide events. 
This was demonstrated last 
fall, when we announced our 
“You Can Count On Me" mar¬ 
keting and customer service ini 
tiative during the Sears spon 
sored national broadcast of 
"E.T., The Extra-Terrestrial” on 
Thanksgiving night. Our "Best 
Buys of the Week" and other 
major event programs are 
geared to increase store traffic 
by offering extraordinary val¬ 
ues to the consumer. 

The retail store is the pri 
mary focal point of our strate¬ 
gy, and we have enough new 
and renovated stores in place 
that combine our new sys¬ 
tems, presentation and market¬ 
ing enhancements to confirm 
our direction through solid per 
formance comparisons. last 
year, we opened 25 stores, in¬ 
cluding the Salem. N.H., 
store pictured below, and 
renovated 20 others. We 
plan to build 14 new stores 
and renovate 72 existing 
stores in 1992. 

In 1991, we reduced 
costs by $6(M) million. 

We will continue to sim¬ 
plify work processes 
and aggressively reduce 
expenses in every area 
of the company during 
1992 and the years 
ahead. Reflecting 
this, we have im 
plementcd a new 
streamlined three- 
layer organization 
structure-home 
office, districts. 



and storcs-with emphasis on 
developing teamwork top to 
bottom. The entire retail struc¬ 
ture is designed to totally sup 
port our front-line managers 
and sales associates in better 
serving our customers. 

The Catalog business re 
mains an important, but chal 
lenging part of our overall strat¬ 
egy'. To improve customer ser 
vice and profitability, we are 
testing a new direct to home 
delivery program. We continue 
to refine our targeted market 
ing approach and reduce 
costs. While we expect an over¬ 
all lower Catalog sales level, 
we anticipate improved profit 
ability. 

In our International business¬ 
es, Sears Mexico performed 
well, while Sears Canada’s re 
suits were adversely affected 
by a depressed economic envi 
ronment. 

Our Credit operation had an 
excellent year, despite higher 
write-off's due to the economy. 
With more than 27 million ac 
live credit accounts, we con 
tinue to offer our customers a 
variety of credit alternatives. 

We re confident that this 
strategy- will result in a Sears 
that is responsive, highly com 
petitive and a company the cus 
tomer will perceive more than 
ever as delivering on its prom 
ise to provide excellence in 
service and value. 









ALLSTATE INSURANCE GROUP 


Allstate Insurance Company 
ended 1991 with higher reve¬ 
nues and significantly higher 
operating income than the pre¬ 
vious year. Improvements in 
underwriting results, despite 
high catastrophe losses, and in 
vestment income more than 
offset the planned decrease in 
realized capital gains and unfa¬ 
vorable claims cost trends, par 
ticularly for automobile acci¬ 
dent injury claims. Most of the 
underwriting improvement 
was due to favorable irends in 
the number of claims reported 
and increased average premi¬ 
ums. 

In 1991, Allstate increased 
the linkage between the com 
pany’s strategic intentions and 
a customer focused quality ap¬ 
proach. 

The decision to emphasize 
customer focused quality was 
based upon the most compre¬ 
hensive customer research in 
Allstate's history. The focus of 
these quality initiatives is to im 
prove customer satisfaction, as 
measured by policy renewal 
rates, and expense reduction 
through higher agent produc¬ 
tivity- and lower employee turn 
over. 

Capitalizing on the substan¬ 
tial systems enhancements 
made during the past five 
years, the /Allstate Personal 
Property- and Casualty- opera¬ 
tion plans to introduce 
processes and technology to 
further support agents in meet¬ 
ing customer expectat ions. 

Focusing on the customer 
also means providing security-, 
backed by financial strength. 
Allstate Life has statutory- U.S. 
assets of more than $19 bil- 
lion, statutory surplus and in 
vestment valuation reserves of 
more than $ 1 billion, solid 
earnings and excellent finan¬ 
cial ratings. 

/Allstate Life is committed 
to offering superior value 
through a broad range of prod¬ 
ucts, while maintaining a 
strong capital structure. 


.Allstate Business Insurance 
undertook a number of impor 
tant initiatives during 1991. 
Northbrook Property- and Casu¬ 
alty-, a Business Insurance divi 
sion servicing independent 
agents, has adopted an aggres 
sive restructuring program to 
streamline its operation and to 
become a specialist in targeted 
markets. 

For business insurance prod¬ 
ucts sold by .Allstate agents, a 
major priority w-as to enhance 
the quality- of its cornerstone 


product—the Customizer. The 
Customizer, consisting of com¬ 
bined comprehensive property- 
and liability- coverage, is a pack 
age specifically tailored to the 
needs of the small-business 
owner. 

These strategies arc de¬ 
signed to enhance customer 
satisfaction and loyalty, to en 
able the company to achieve 
its growth objectives and to in¬ 
crease shareholder value as 
measured by improving profits 
and returns on equity-. 



Auto crash survivors 
like these number in the 
tens of thousands, 
thanks to air bags. As a 
company long 
committed to managing 
our customers' risks, 
Allstate has been a 
supporter of air bag 
technology for more 
than two decades. 
Allstate has also 
advocated driver 
education and tough 
anti-drunk driving 
state seat belt laws. 


Forming lasting 
relationships with our 
customers is the 
ultimate test of 
everything we do. By 
focusing on what our 
customers value, we 
can build long term 
relationships , create 
sustainable growth for 
each of our 
businesses, increase 
our capital base, 
reduce costs and 
enhance shareholder 
value. 


Financial Highlights 

in millions 

1991 1990 


Revenues 

$19350.2 $ 18,199 1 

Assets 

45,775.8 

39.9503 

Invest- 



ments 

38,861.1 

33 , 509.9 

Income 

from 

continuing 
operations 
before 
fresh start 



tax 



benefit 

722.5 

5518 

Group 

income 

722.5 

701.3 










DEAN WITTER FINANCIAL SERVICES GROUP 


s 



DEAN WITTER 


Value-Finders' /O rJ/p 


DirC^VER 


Dean Witter Financial Ser 
vices Group posted its best 
year ever in 1991. Group reve¬ 
nues increased to $4.9 billion, 
up 7.3% from $4.6 billion in 
1990. Net income rose to $345 
million, up 48% from $233 mil 
lion. Return on equity in 
creased to 17.3% from 13-0% 
in 1990. Securities, Discover 
Card, Sears Payment Systems 
and the Lending Services Divi¬ 
sion all posted sharply higher 
profits. 

Securities 

The Group's Securities busi 
ness posted its third consecu¬ 
tive record year. Net income 
increased to $171 million, up 
56.9% from $109 million in 
1990. Among 199l‘s high 


lights: more Active Assets Ac¬ 
counts were opened in 1991 
than in the previous four years 
combined and account execu¬ 
tive productivity increased 
20 %. 

Sharply lowered interest 
rates rekindled the market for 
equities in 1991. Accordingly, 
we implemented a highly fo¬ 
cused investment banldng strat 
egy emphasizing asset manage¬ 
ment and equity public offer 
ings. A strategic alliance forged 
at year end with Trust Com 
pany of the West facilitates the 
creation of a second family of 
mutual funds to complement 
InterCapital's existing family. 

Credit Services 

Despite an adverse economy. 
Credit Services earned a record 
$174 million, up 40.1% from 
$124 million in 1990. 

Discover Card solidified its 
position as the value leader in 
the competitive credit card mar¬ 
ketplace. Receivables increased 
from $ 11.6 billion to $ 14.7 


Though change will 
sweep through our 
world and our 
industry in 1992 and 
beyond, some things 
will remain the same. 
At Dean Witter, u>e 
will continue to create 
the right products for 
the right clients at the 
right time. And we 
will measure success 
as we always have: 
one client at a time. 

Financial Highlights 

in millions 

1991 1990 


Revenues >4.942.0 *4,606.8 


Group 

Income 344.6 232.9 


Capital 2,119-8 1.864.9 


Discover Card, which 
has emphasized value 
since its inception just 
six years ago, has se¬ 
cured a reputation in the 
1990s as the credit card 
for value-conscious 
consumers. 


billion Merchant outlets in 
creased to 1.4 million. Card 
members rose from 37.8 mil¬ 
lion to 41.2 million, making it 
the leading domestic card issu 
er. Charge offs worsened, but 
Discover Card risk manage 
ment results were better than 
those of most of our com¬ 
petitors. 

At year end, we announced 
our intention to offer 26% of 
SPS Transaction Services to the 
public. This transaction was 
successfully completed on 
March 3. 1992. Common stock 
was offered at $16 per share, 
raising $50 million in growth 
capital. 

In summary, 1991 was an ex¬ 
cellent year for the Dean Wit¬ 
ter Financial Services Group. 
Our strong results moved us 
well along toward our strategic 
goal of becoming one of the 
nation's leading providers of 
financial services. 
















COLDWELL BANKER REAL ESTATE GROUP 



Sears Mortgage Securities 
Corporation issued $2.2 billion 
in private mongage-backed se¬ 
curities and increased its mas¬ 
ter servicing ponfolio 87% to 
$5.6 billion by year-end. 

Homart Development Co. 

Homan continued to be a 
leading developer of commer¬ 
cial real estate through an ac¬ 
tive program of development 
for both regional malls and 
community centers. 

At year-end, Homan owned 
and operated 27 regional 
malls, 12 with joint venture 
panners, and managed eight 
regional malls for others. 

Construction continued to¬ 
ward the 1992 openings of 
two new malls: Moreno Valley' 
Mall at TownGate, Moreno Val¬ 
ley', Calif., and Pembroke 
Lakes Mall, Pembroke Pines, 
Fla. The company also broke 
ground for Nonh Point 
Mall, which is planned to 
open nonh of Atlanta in 1993 


with Sears, Rich's and 
JCPenney as anchors. During 
1991, Homart opened Bay City' 
Mall, a regional shopping cen 
ter in Bay City', Mich., with 
Sears, Prange’s and Target as 
anchors. 

Homart Community' Centers, 
Inc. opened two centers: 
Pembroke Commons. 
Pembroke Pines, Fla., and 
Eastgate Mall Crossing, Cincin¬ 
nati, Ohio. 

Homan owns and operates 
21 office buildings, two as 
joint ventures. These buildings 
are on average, 82% leased, ex 
eluding Glendale City Center, 
a joint venture in Glendale, 
Calif., which opened in 1991 
ahead of schedule with better 
than planned occupancy. 

Homan is currently assist¬ 
ing with the sales, leasing and 
overall coordination of the 
development and marketing of 
Prairie Stone, the new Sears 
Merchandise Group headquar 
ters and office park in Hoffman 
Estates, Ill. 


Coldwell Banker 
Residential Group 

Overcoming a weak eco¬ 
nomic environment, Coldwell 
Banker Residential Group had 
a record year in income. Cold- 
well Banker Residential broker¬ 
age’s presence grew in the 
Northeast with the acquisition 
of 99 offices of Schlott Real¬ 
tors, based primarily ir. New 
Jersey, New York and Connec¬ 
ticut. Coldwell Banker Residen¬ 
tial Affiliates, Inc. continued its 
expansion, growing from 142 
offices in 1982 to more than 
1,400 offices at the enc! of 
1991. Coldwell Banker Reloca¬ 
tion Services solidified its posi 
tion as the second largest in 
the relocation industry and 
signed 55 major clients, to relo¬ 
cation contracts. 

Coldwell Banker Residential 
Group now has more than 
1,900 offices and more than 
40,000 sales associates, with 
operations in all 50 states, 
Puerto Rico and Canada. 


Sears Mortgage Group 

Sears Mortgage Corpora¬ 
tion’s (SMC) home mortgage 
originations increased more 
than 80% during 1991, with 
fundings increasing to $8.2 bil¬ 
lion from $4.5 billion in 1990. 
Nearly one third of SMC’s total 
volume came from Coldwell 
Banker customers, and the per 
centage of home buyers from 
Coldwell Banker wholly- 
owned offices using SMC in 
creased to more than 25%. 

Sears Savings Bank (SSB) 
purchased $2.6 billion in mort 
gage loans from SMC, sign iff 
candy adding to SSB s ponfo¬ 
lio of single family residential 
loans. 

SMC’s mongage serv icing 
ponfolio grew' 37% in 1991 to 
$20.6 billion, and servicing 
costs per loan were reduced 
by 18%. 


1991 was productive 
and profitable for 
Coldwell Banker Real 
Estate Group with a 
continued focus on 
customer service, 
product growth, cost 
reductions and 
quality. 

Financial Highlights 

in millions 

1991 1990 


Revenues $1,6133 » 1 , 377.4 


Assets 9,925.0 7 . 852.4 


Investments 8,838-8 6,8906 


Group 

Income 60.6 25 5 


in billions 


Mortgage 

Production 

Volume 8.2 4.5 


Sears Mortgage 
Corporation and 
Coldwell Banker 
Residential Group 
have succeeded in 
developing a strong 
relationship that 
benefits home buyers 
and sellers. 














FINANCIAL OBJECTIVES 


8 


This is the third year we 
have stated our financial objec¬ 
tives in the annual report. 

They remain unchanged but 
progress toward achieving 
them requires actions that vary 
from year to year in response 
to changes in the business en¬ 
vironment. 

Our goals are: 

• To achieve above average re 
turns on shareholders' equity; 

• To borrow advantageously 
and to use leverage prudently; 
and 

• To maintain a balanced divi¬ 
dend policy' that makes our 
stock attractive for yield orient 
ed investors but also recog 
nizes our potential to earn 
above average returns on our 
retained earnings. 

Pursuit of these goals during 
the past year resulted in action 
designed to strengthen our bal 
ance sheet to fund the future 
growth of our businesses. In 
November 1991, we issued 
$325 million of perpetual pre 
ferred shares and early this 


year we issued approximately 
$1.2 billion of Mandatorily Ex 
changeable Preferred Shares 
(PERCS™ ). Issuance of these 
securities reflects our ability to 
productively use additional 
capital in our businesses and 
was a by-product of our goal 
to maintain a prudent balance 
between debt and equity' fund 
ing. Although these security is¬ 
sues will dilute the earnings 
available to the common 
shareholder in the near term 
and will make improvement in 
our return on equity more diffi 
cult, we believe they are in the 
best long term interest of our 
shareholders. 

The issuance of the pre¬ 
ferred shares reflects the fol 
lowing considerations: 

• The rapid and profitable 
growth of our financial ser 
vices businesses-particularly 
Discover Card, Allstate Life In 
surance and the Sears Mori 
gage business, each of which 
has grown at a compound rate 
in excess of 25% during the 


past three years-surpasses the 
ability' of these businesses to 
fund that rate of growth. 

• Our merchandising business, 
which funded much of the 
early growth of our financial 
services businesses, will war 
rant higher levels of capital in 
vestment than it has in the 
recent past. 

The issue of preferred shares 
reflects our judgment that our 
equity’ capital needed bolster 
ing both to sustain the future 
growth of our businesses and 
to ensure continued access to 
world debt markets at compel i 
tive costs. 

We are continuing a pro 
gram to generate capital inter 
nally to fund the growth of 
our core businesses by re¬ 
capturing capital from activities 
which are not critical to our 
central direction. As part of 
this program, we have: 

• Sold a minority interest in 
the Seiyu Saison Group which 
was acquired several years ago 
as a result of our long stand 
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ing, ongoing and productive re 
lationship with that Group; 

• Announced our intention to 
sell Allstate Canada, a f 1.0 bil¬ 
lion asset insurance company; 
and 

• Sold a minority interest in 
SPS Transaction Services, Inc. 
in February 1992, raising $50 
million for SPS's future' growth 
as a public company. 

We will continue to review' 
each of our businesses under 
that program and expect to di¬ 
vest other non core operations 
in the future as opportunities 
develop. 

Our capital investment crite¬ 
ria also remain unchanged. 
They are: 

• To pursue businesses and 
strategies that have the poten¬ 
tial to provide returns in ex 
cess of our cost of capital and, 
therefore, to create value for 
our shareholders not available 
from comparable investments, 
and 

• To strike a balance between 
the pursuit of value creation 


for our shareholders-w'hich re¬ 
quires recognition by the finan¬ 
cial markets of the competitive 
advantages we are creating 
and the potential future cash 
flows they will generate-and 
current annual profit perfor¬ 
mance as measured by return 
on shareholders’ equity. 

While w'e are making prog¬ 
ress in eliminating unproduc¬ 
tive and peripheral activities, 
w r e have been less successful 
in our attempt to deliver a com¬ 
petitive return on equity. The 
recession made 1991 a difficult 
year for American industry 
with the return on equity of 
the S & P 400 and the Dow 
Jones Industrial Average, ad¬ 
justed to eliminate nonrecur¬ 
ring charges, falling to an esti¬ 
mated 13.2% and 9 5%, respec¬ 
tively, from 18.3% and 13-7% 
in 1990. Our return on equity 
rose to 9.6% in 1991 from 
6.8% in 1990, but w'as still far 
short of our 15% target. Our im¬ 
provement in 1991 reflects the 
contribution of the strong per¬ 


formance of our higher return, 
faster growing financial serv¬ 
ices businesses and the favor¬ 
able effects of an aggressive ex¬ 
pense reduction program in 
our merchandising business. 

We are encouraged by our 
progress tow r ard profitable rev¬ 
enue growth, expense reduc¬ 
tion and asset management, 
and remain committed to 
achievement of a return on eq¬ 
uity that compares favorably 
with the returns earned by- 
businesses of comparable risk. 
Given our current mix of busi¬ 
nesses, our return on equity 
goal remains in the 15% range, 
even though there has been a 
decline in the rate of return on 
risk-free investments. 
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SEARS, ROEBUCK AND CO. 


Ten-Year Summary of Consolidated Financial Data 




$ millions, except per common share data 




Operating results 

1991 

1990 

1989 

Revenues 

Costs and expenses 

Restructuring 

Interest 

Operating income 

Other income 

Income before income taxes, minority interest and equity income 

Income taxes (benefit) 

Current operations 

Fresh start and deferred tax benefits 

Income from continuing operations 

Income (loss) from discontinued operations 

Cumulative effect of change in accounting for income taxes 

Net income 

Return on average common equity’ 

$ 57,242 

52,659 

3,252 

1,331 

127 

1,458 

192 

1,279 

1,279 

9.6% 

$ 55,972 

51,808 

265 

3,370 

529 

144 

673 

(82) 

(139) 

892 

10 

902 

6.8% 

$ 53,794 

48.869 

3,224 

1,701 

129 

1,830 

353 

1,446 

63 

1,509 

10.9% 


Financial position 


Investments 

$ 46,567 

$ 38,675 

$ 

33,705 

Receivables 

32,218 

33.816 


32,141 

Property and equipment, net 

6,219 

5,850 


5,407 

Merchandise inventories 

4,459 

4,074 


4,358 

Total assets 

106,435 

96,253 


86,972 

Insurance reserves 

30,221 

25,750 


20,847 

Short-term borrowings 

9,788 

15,314 


12,714 

Long-term debt 

19,170 

12,636 


10,036 

Total debt 

28,958 

27,950 


22,750 

Percent of debt to equity 

204% 

218% 


167% 

Shareholders' equity 

$ 14,188 

$ 12,824 

$ 

13,622 

Shareholders’ common 





stock investment 





Book value per share (year-end) 

$ 40.29 

$ 37.38 

$ 

39.77 

Shareholders (Profit Sharing Fund counted as single shareholder) 

342,851 

345,071 


348,597 

Average shares outstanding (millions) 

344 

343 


351 

Net income per share 





Income from continuing operations 

$3.71 

$2.60 


$4.12 

Income (loss) from discontinued operations 

— 

-03 


.18 

Cumulative effect of change in accounting for income taxes 

— 

— 


— 

Net income 

3.71 

2.63 


4.30 

Dividends per share 

$2.00 

$2.00 


$2.00 

Dividend payout percent 

53.9% 

76.0% 


46.5% 

Market price (high low) 

43 V 2 -2444 

41/4-22 

48'/4—36/2 

Closing market price at year-end 

3774 

2544 


38 vb 

Price/earnings ratio (high low) 

12-7 

16-8 


11-8 


Operating results reflect the group life-health business of Allstate Insurance Group and the commercial division of Coldwell Banker Real Estate Group as 
discontinued operations. See note 1 to the consolidated financial statements. 
















1988 

1987 

1986 

1985 

1984 

1983 

1982 

50,251 

$ 45,904 

$ 42.303 

$ 39.349 

$ 37,898 

$ 35,257 

1 29,559 

45,617 

41,222 

38,139 

35,384 

33,766 

31,751 

26,866 

751 

105 

— 

— 

— 

— 

— 

2,937 

2,721 

2,653 

2,629 

2,528 

1,703 

1,628 

946 

1,856 

1,511 

1,336 

1,604 

1,803 

1,065 

157 

239 

282 

277 

246 

66 

28 

1,103 

2,095 

1,793 

1,613 

1,850 

1,869 

1,093 

54 

521 

444 

306 

498 

565 

238 

— 

( 172 ) 

— 

— 

( 60 ) 

— 

— 

1.032 

1,726 

1,336 

1.280 

1,422 

1,326 

866 

( 122 ) 

( 93 ) 

3 

14 

30 

11 

( 5 ) 

544 

— 

— 

— 

— 

— 

— 

1.454 

1,633 

1,339 

1,294 

1,452 

1,337 

861 

10 . 5 % 

12 . 4 % 

10 . 9 % 

11 . 5 % 

14 . 0 % 

14 . 4 % 

10 . 1 % 


29,136 

$ 25.120 

$ 22,183 

$ 19,249 

$ 17,203 

$ 15,434 

1 13,497 

28,685 

26.026 

21,417 

18,942 

17,565 

15,511 

11,532 

5,179 

4,790 

4,593 

4,541 

4,361 

3,938 

3,396 

3,716 

4,115 

4,013 

4,115 

4,530 

3,621 

3,146 

77,952 

75,014 

66,009 

66,426 

57,073 

46,177 

36,541 

17,329 

13,169 

10,014 

8,090 

6,919 

6.262 

5,667 

8,978 

7,055 

4,306 

3,996 

3,887 

4,596 

2,820 

9,736 

9,562 

10,067 

9,907 

9,531 

7,405 

5,816 

18,714 

16,617 

14,373 

13,903 

13,418 

12,001 

8,636 

133 % 

123 % 

110 % 

118 % 

123 % 

123 % 

98 % 

14,055 

$ 13,541 

$ 13,017 

$ 11,776 

$ 10,903 

$ 9,782 

$ 8,812 


37.75 

$ 35.77 

$ 33-90 

$ 31.66 

$ 29.46 

$ 27.59 

$ 25.08 

351,999 

328,446 

319,686 

326,201 

340,831 

339,644 

350,292 

379 

378 

369 

363 

358 

353 

350 

$ 2.72 

$ 4.55 

$ 3.57 

$ 3.47 

$ 3-92 

$ 3.76 

$ 2.47 

(. 32 ) 

( 25 ) 

.01 

.04 

.08 

.03 

(. 01 ) 

1.44 

— 

— 

— 

— 

— 

— 

3-84 

4.30 

3-58 

3-51 

4.00 

3.79 

2.46 

$ 2.00 

$ 2.00 

$ 1.76 

$ 1.76 

$ 1.76 

$ 1.52 

$ 1.36 

52 . 1 % 

46 . 5 % 

49 . 2 % 

50 . 1 % 

44 . 0 % 

40 . 1 % 

55 . 3 % 

46 - 32'A 

597-297 

503 / 8-3578 

417-3078 

403 / 8-297 

45 7-27 

32 - 153/4 

4078 

337 

393/4 

39 

313/4 

377 

307 

12-8 

14-7 

14-10 

12-9 

10-7 

12-7 

13-6 


Operating results and financial position for 1986 and thereafter may not be comparable to prior years due to adoption of new pension accounting rules. 
Operating results and financial position for 1982 include Sears Canada Inc. on the equity method of accounting. Due to the purchase of a majority 
interest during 1983, the financial statements subsequent to Dec. 31, 1982 present Sears Canada Inc on a consolidated basis. 












SEARS, ROEBUCK AND CO. 


Five-Year Summary of Business Group Data 

Sears, Roebuck and Co. is comprised of four principal busi¬ 
ness groups. Management believes that, while the consolidated 
financial statements reflect the total financial resources and oper¬ 
ating results of the Company, analysis of the operations of the 
various industry components within the Company is facilitated 
by separate business group statements. Therefore, beginning on 
page 29 are supplemental summarized financial statements, in¬ 
cluding notes unique to the operations of each group, and anal¬ 
yses of operations and financial condition. 


The following five-year summary of pertinent business 
group data, derived from the accompanying statements, in 
eludes a further refinement within industry segments. Corporate 
assets are principally intercompany receivables, Sears Tower, in 
vestments and subsidiaries not included in the business groups. 
Corporate operations include revenues and expenses of such 
subsidiaries, and items of an overall holding company nature 
including that portion of administrative costs and interest which 
is not allocated to the groups. 


2 


millions 


Revenues 

1991 

1990 

1989 

1988 

1987 

Sears Merchandise Group 

Merchandising 

Credit 

International 

$24,757 

2,735 

3,941 

$25,093 

2,672 

4,221 

$25,002 

2,462 

4,135 

$24,252 

2,260 

3,744 

$22,894 

2,011 

3,180 

Sears Merchandise Group total 

31,433 

31,986 

31,599 

30,256 

28,085 

Allstate Insurance Group 

Property-liability 

Life 

16,582 

2,768 

15,744 

2,455 

14,585 

2,218 

13,268 

1,656 

11,794 

1,261 

Allstate Insurance Group total 

19,350 

18,199 

16,803 

14,924 

13,055 

Dean Witter Financial Services Group 

Securities 

Credit Services 

2,501 

2,441 

2,476 

2,131 

2,350 

1,715 

2,481 

1,277 

2,747 

699 

Dean Witter Financial Services Group total 

4,942 

4,607 

4,065 

3.758 

3,446 

Coldwell Banker Real Estate Group 

1,613 

1,377 

1,448 

1,444 

1,399 

Corporate 

226 

152 

146 

198 

176 

Intergroup transactions 

(322) 

(349) 

(267) 

(329) 

(257) 

Total 

$57,242 

$55,972 

$53,794 

$50,251 

$45,904 


Income before income taxes, minority interest and equity income 


Sears Merchandise Group 

Merchandising 

Credit 

International 

Restructuring 

$ 163 

634 

14 

$ 77 

532 

101 

(265) 

$ 483 

464 

189 

$ 400 

517 

167 

(751) 

$ 912 

463 
132 
(105) 

Sears Merchandise Group total 

811 

445 

1,136 

333 

1,402 

Allstate Insurance Group 

Property-liability 

302 

42 

441 

674 

701 

Life 

237 

261 

244 

192 

191 

Allstate Insurance Group total 

539 

303 

685 

866 

892 

Dean Witter Financial Services Group 

Securities 

282 

208 

191 

105 

148 

Credit Services 

274 

196 

106 

45 

(192) 

Dean Witter Financial Services Group total 

556 

404 

297 

150 

(44) 

Coldwell Banker Real Estate Group 

105 

44 

108 

119 

186 

Corporate and intergroup transactions 

(553) 

(523) 

(396) 

(365) 

(341) 

Total 

$1,458 

$ 673 

$1,830 

$1,103 

$2,095 



























millions 


Net income 

1991 

1990 

1989 

1988 

1987 

Sears Merchandise Group 






Merchandising 

$ 90 

$ 37 

$ 292 

$ 240 

$ 503 

Credit 

394 

330 

288 

325 

263 

Internationa] 

2 

45 

67 

66 

36 

Restructuring 

— 

(155) 

— 

(458) 

(59) 

Deferred tax benefits 

— 

— 

— 

— 

44 

Income tax accounting change 

— 

— 

— 

351 

— 

Sears Merchandise Group total 

486 

257 

647 

524 

787 

Allstate Insurance Group 






Property- liability 

557 

378 

654 

787 

800 

Lite 

165 

174 

161 

127 

117 

Discontinued operations 

— 

10 

— 

(145) 

(99) 

Fresh start adjustment 

— 

139 

— 

— 

128 

Income tax accounting change 

— 

— 

— 

184 

— 

■Allstate Insurance Group total 

722 

701 

815 

953 

946 

Dean Witter Financial Services Group 






Securities 

171 

109 

100 

59 

76 

Credit Sen-ices 

174 

124 

66 

29 

(116) 

Income tax accounting change 

— 

— 

— 

(2) 

— 

Dean Witter Financial Sendees Group total 

345 

233 

166 

86 

(40) 

Coldwell Banker Real Estate Group 






Continuing operations 

61 

26 

64 

79 

123 

Discontinued operations 

— 

— 

63 

23 

6 

Income tax accounting change 

— 

— 

— 

(12) 

— 

Coldwell Banker Real Estate Group total 

61 

26 

127 

90 

129 

Corporate and intergroup transactions 

(335) 

(315) 

(246) 

(199) 

(189) 

Total 

$1,279 

$ 902 

$1,509 

$1,454 

$1,633 

Assets 

Sears Merchandise Group 






Merchandising 

$ 9,462 

$ 8,731 

$ 8,505 

$ 8,111 

$ 8,253 

Credit 

12,526 

13,509 

13,841 

12,844 

12,706 

International 

2,841 

3,299 

3,171 

2,752 

2,257 

Sears Merchandise Group total 

24,829 

25,539 

25,517 

23,707 

23,216 

Allstate Insurance Group 






Property liability 

25,415 

23,180 

21,388 

19,458 

17,286 

Life 

20,361 

16,770 

12,622 

10,250 

7,234 

■Allstate Insurance Group total 

45,776 

39,950 

34,010 

29,708 

24,520 

Dean Witter Financial Services Group 






Securities 

11,244 

10,130 

9,646 

9.015 

13,952 

Credit Sen-ices 

12,135 

11,560 

10,271 

8,742 

6,059 

Dean Witter Financial Services Group total 

23,379 

21,690 

19,917 

17,757 

20,011 

Coldwell Banker Real Estate Group 

9,925 

7,852 

7,228 

6,780 

6,551 

Corporate 

3,723 

2,265 

969 

1,335 

1.907 

Intergroup eliminations and reclassifications 

(1,197) 

(1,043) 

(669) 

(1,335) 

(1,191) 

Total 

$106,435 

$96,253 

$86,972 

$77,952 

$75,014 




























SEARS, ROEBUCK AND CO. 


Consolidated Statements of Income 

millions, except per common share data 


Year Ended December 31 


1991 

1990 

1989 

Revenues 

$57,242.4 

$55,971.7 

$53.7939 

Expenses 

Costs and expenses 

52,659-3 

51,807.8 

48,869 0 

Restructuring (note 2) 

— 

264.4 

— 

Interest 

3,252.0 

3.370.1 

3,224.1 

Total expenses 

55,911.3 

55.442.3 

52.093-1 

Operating income 

1,331.1 

529.4 

1.700.8 

Other income 

127.0 

143.7 

128.9 

Income before income taxes, minority interest and equitv income 

1,458.1 

673.1 

1,829.7 

Income taxes (benefit) (note 5) 

Current operations 

192.5 

(82.0) 

352.8 

Fresh stan adjustment 

— 

(139.0) 

— 

Minority interest and equity in net income of unconsolidated companies 

13-3 

(2.4) 

(31 1 

Income from continuing operations 

1,278.9 

891.7 

1,445.8 

Discontinued operations (note 1) 

Operating income, less income tax expense of $2.2 

_ 


2.8 

Gain on disposal, less income tax expense of $5 5 and $77.2 

— 

10.5 

59.9 

Net income 

$ 1,278.9 

$ 902.2 

$ 1,508.5 

Net income per common share, after allowing for dividends on pre 
ferred shares (note 14) 

Income from continuing operations 

$3.71 

$2.60 

$4 12 

Discontinued operations 

— 

•03 

.18 

Net income 

$3.71 

$2.63 

$4.30 

Average common shares oucstanding 

343.8 

343.0 

351.0 


Set- accompanying notes and (he summarized Group financial statements. 

Analysis of Consolidated Operations 


The consolidated statements of income present the oper 
ating results of all the businesses of Sears, Roebuck and Co. 
The business groups' relative contributions to the consoli 
dated results can be seen in ihe summary of business group 
data on pages 12 and 13. Further analysis is enhanced by refer 
ring to the four business groups' summarized financial results 
and discussions beginning on pages 29, 34. 40 and 44 The 
following discussion focuses on the effects of those business 
groups on the consolidated operating results. 

Consolidated revenues increased $1.27 billion or 2.3% in 
1991. compared with an increase of $2.18 billion or 4.0% in 
1990. The largest revenue producer continued to be the Sears 
Merchandise Group at $31.43 billion or 55% of 1991 consoli¬ 
dated revenues. Merchandise Group revenues decreased 
$452.8 million in 1991 compared with an increase of $386.5 
million in 1990 The 1991 decrease was due to the recession 
ary domestic and Canadian economies and the increasingly 
competitive retail environment. Domestic Merchandising reve 
nues declined $335 9 million in 1991 compared to a $91 3 mil 
lion increase in 1990, while International revenues were 
$280.8 million lower in 1991 compared with a 1990 increase 
of $86.0 million. Higher average premiums and unit sales of 
property liability insurance, along with improved investment 
income, resulted in an increase of $1.15 billion in Allstate In 
surance Group revenues in 1991 to $ 19 35 billion, or 34% of 
consolidated revenues. In 1990, Allstate revenues increased 


$1.40 billion to $18.20 billion, or 33% of consolidated reve 
nues. Dean Witter Financial Services Group revenues rose 
7.3% in 1991 to $4.94 billion primarily from increased interest 
and fee revenues at Credit Services, Revenues at Dean Witter 
rose 13-3% in 1990, primarily from increased interest and fee 
revenues at Credit Services and higher trading and asset man 
agement revenues in Securities. Coldwell Banker Real Estate 
Group revenues increased 17.1% in 1991, primarily due to 
higher interest and mortgage servicing income, compared to a 
4.9% revenue decline in 1990. 

Operating income rose $801.7 million in 1991. with all 
business groups contributing to the increase. A $367.1 million 
increase in the Merchandise Group's operating income re 
fleeted lower selling and administrative expenses partially off 
set by lower revenues and gross margins at domestic Merchan 
dising, improved operating income at Credit and a $264.4 mil 
lion restructuring charge taken in 1990. Allstate's operating in 
come increased $235.2 million as improvements in underwrit 
ing results and investment income more than offset a decrease 
in realized capital gains. Dean Witter s operating income rose 
37.6% to $555.6 million on significantly higher results at both 
Credit Services and Securities. Coldwell Banker's operating 
loss, reflecting anticipated operating losses at Homan, was re 
duced to $52.7 million from $145.5 million due to improved 
results at Residential and Sears Mongage Group 

















Analysis of Consolidated Operations continued 


Operating income in 1990 declined $1.17 billion com 
pared with 1989. The Merchandise Group declined $733.6 mil¬ 
lion, reflecting a $26-4.4 million restructuring charge related pri 
marily to severance programs, higher selling price reductions 
induced by competitive pressures and a weak economy, and 
increased operating expenses. Allstate's operating income de¬ 
clined $381.3 million as underwriting losses increased due to 
higher claim costs and the upward development of prior year 
catastrophe losses. Coldwell Banker's operating loss increased 
to $145.5 million due largely to lower Residential results, par 
tially offset by improvement at Sears Mortgage Group. Dean 
Winer's increase of $106.9 million, due to significantly higher 
results at Credit Services, partially offset the decline in operat 
ing income at the other business groups. 

Interest expense declined $118.1 million in 1991 due to 
lower average interest rates, partially offset by increased 
borrowings primarily attributable to increased short term in¬ 
vestments. Interest expense rose $146.0 million in 1990 on in 
creased borrowings attributable to the prior year stock repur 
chase program, higher Discover Card financing requirements, 
increased short-term investments and the Company’s Em¬ 
ployee Stock Ownership Plan, offset in part by lower interest 
rates. 

/\s shown in the graph below, the cost of borrowings fell 
to an average 7.6% at year end 1991 versus 9.1% and 9.7% at 
Dec. 31, 1990 and 1989. The 1991 decrease resulted from a 
drop in both short-term and long term interest rates from 1990 
levels. A portion of the fixed rate debt in each year was con 
verted from variable rate debt through the use of interest rate 
swaps and caps. Swaps accounted for $4.8. $31 and $3 0 bil 
lion and caps accounted for $2.2, $1.6 and $1.7 billion of the 
fixed rate debt at Dec. 31, 1991, 1990 and 1989. 

Year-End Debt Levels and Interest Rates 

(billions) 



Other income decreased in 1991 due to lower gains from 
property sales, partially offset by lower joint venture losses 
and a gain on the sale of the Merchandise Group’s investment 
in the Seiyu Saison Group. In 1990, other income was higher 
as increased gains from property sales and other miscellane 
ous income more than offset increased joint venture operating 
losses. A summary of other income by type follows: 


millions 

1991 

1990 

1989 

Sale of property 

$ 174.6 

* 247.5 

* 231.9 

Sale of securities 

42.4 

— 

— 

Equity in joint ventures 

(96.1) 

(117.3) 

(101.6) 

Other gains and losses, net 

6.1 

13.5 

(14) 

Total 

$ 127.0 

1 1437 

1 128.9 


Income tax expense was 13-2% of 1991 pretax earnings. 
The 1990 income tax benefit on operations was 12.2% of pre¬ 
tax earnings. In 1989. income tax expense was 19 3% of pre 
tax earnings. These rates differed from the statutory rate 
mainly due to tax-exempt income and corporate dividends eli 
gible for partial tax exclusion. The rates vary between years 
primarily due to the relative proportion of tax-exempt income 
included in pretax income. A fresh start tax benefit was also 
recognized in 1990 arising from a change in the tax treatment 
of salvage and subrogation reserves. 

Income from continuing operations was $1.28 billion in 
1991, a 43.4% increase, following a 38.3% decrease in 1990. 
The 1991 increase resulted from a $228.9 million improve¬ 
ment by the Merchandise Group, and increases at Dean Witter 
and Coldwell Banker of 48.0% and 137.6%, respectively. The 
1990 decline resulted from reductions at all the groups except 
Dean Witter, which posted a $66.9 million, or 40.3%, increase. 

Net income increased $376.7 million or 4\.H% in 1991. 
The increase resulted primarily from a $228.9 million improve 
ment in the Merchandise Group’s net income, reflecting the 
$155.2 million after-tax restructuring charge taken in 1990, an 
increase in Dean Witter earnings of $111.7 million and a $35,1 
million improvement in Coldwell Banker’s earnings. Net in 
come in 1990 declined $606.3 million mainly due to a $255.3 
million drop in domestic Merchandising’s net income before 
restructuring, the restructuring charge, unfavorable property- 
liability underwriting experience at Allstate mitigated in part 
by a $139.0 million fresh start tax benefit, and lower income 
from discontinued operations, partially offset by increased 
earnings at Dean Witter. 

Net income per common share in 1991 was $3.71 com¬ 
pared with $2.63 and $4.30 in 1990 and 1989. In early 1992, 
the Company issued 28.75 million depositary' shares, each rep 
resenting one-fourth of a Series A Mandatorily Exchangeable 
Preferred Share. The Series A Preferred Shares will have a 
dilutive impact on net income per common share in 1992. 

Had these shares been issued on Jan. 1, 1991, with the pro¬ 
ceeds used to retire short term debt, 1991 net income per com 
mon share would have been reduced by approximately 5%. 

Federal and state legislation and competitive conditions 
may affect the annual percentage rate imposed on credit card 
accounts. While the Company cannot predict the effect of fu 
ture competitive conditions and legislation or the measures 
which the Company might take in response, a significant reduc 
tion in finance charge rates could reduce the yield on receiv 
ables, adversely impacting net income. 

In December 1990, the Financial Accounting Standards 
Board issued SEAS No. 106, "Employers’ Accounting for 
Postretirement Benefits Other Than Pensions.” The statement, 
which must be adopted no later than Jan. 1, 1993, will require 
the Company to accrue retiree health and life insurance bene¬ 
fits. See note 6 to the consolidated financial statements for the 
potential impact on the Company's operations. 

Reported earnings have been impacted by inflation; how 
ever, there is no simple way of separating those effects. Com 
petitive and regulatory conditions permitting, the Company 
modifies the prices charged for its goods and services in order 
to recognize cost changes as incurred or as anticipated. By 
also attempting to control costs and efficiently utilize re¬ 
sources, the Company strives to minimize the effects of infla 
tion on its operations. 















SEARS, ROEBUCK AND CO. 


Consolidated Statements of Financial Position 

millions 


December 31 


1991 

1990 


Assets 

Investments 

Bonds, mongage-backed securities and redeemable preferred stocks, at amortized 


cost (market $32,183-8 and $26,7499) (note 7) 

$ 29,941.6 

$ 26,292.3 

Mortgage loans 

10,293.7 

7,209.3 

Common and preferred stocks, at market (cost $2,880.6 and $2,433-7) 

3,420.2 

2,386.3 

Real estate 

2,911.3 

2,787.2 

Total investments 

46,566.8 

38,675.1 

Receivables 



Retail customer 

13,537.4 

15,230.4 

Discover Card 

8,724.2 

8,610.6 

Brokerage 

3,447.6 

3,842.5 

Insurance premium installments 

1,793.3 

1,726.3 

Consumer finance notes 

1,026.8 

1,467.2 

Other 

3,688.9 

2,939.0 

Total receivables 

32,218.2 

33,816.0 

Property and equipment, net 

6,218.9 

5,850.4 

Cash and invested cash 

4,650.3 

3,967.3 

Merchandise inventories 

4,459.4 

4,074.0 

Securities purchased under agreements to resell 

2,681.8 

2,269.5 

Trading account securities, at market 

2,377.9 

1,181.0 

Cash segregated under government regulations 

1,333-9 

1,250.1 

Deferred income taxes (note 5) 

909.1 

581.6 

Other assets 

5,018.5 

4,587.8 

Total assets 

$106,434.8 

$ 96,252.8 

Liabilities 



Insurance reserves 

$ 30,220.5 

$ 25,750.2 

Long-term debt (note 9) 

19,170.1 

12,636.4 

Short term borrowings (note 8) 

9,788.2 

15,314.0 

Deposits and advances 

9,145.7 

7,882.9 

Accounts payable and other liabilities 

9,081.9 

7,882.3 

Unearned revenues 

6,321.6 

6,227.8 

Brokerage payables 

4,168.2 

4,579.1 

Securities sold under agreements to repurchase 

3,888.4 

2,656.2 

Securities sold but not yet purchased, at market 

462.0 

500.1 

Total liabilities 

92,246.6 

83,4290 

Commitments and contingent liabilities (notes 6, 10, 11, 13, 14) 



Shareholders’ equity (note 14) 



Preferred shares ($1 par value, 3.25 shares outstanding in 1991) 

325.0 

— 

Common shares ($.75 par value, 344.1 and 343.1 shares outstanding) 

289.5 

289.1 

Capital in excess of par value 

2,153.4 

2,137.9 

Retained income 

13,514.3 

12,927.1 

Treasury stock (at cost) 

(1,746.4) 

(1,765.8) 

Deferred ESOP expense (note 6) 

(739.4) 

(777.7) 

Unrealized net capital gains (losses) on marketable equity securities 

365.5 

(12.9) 

Cumulative translation adjustments 

26.3 

26.1 

Total shareholders’ equity 

14,188.2 

12,8238 

Total liabilities and shareholders’ equity 

$106,434.8 

$ 96,252.8 


See accompanying notes and the summarized Group financial statements. 
























Analysis of Consolidated Financial Condition 


The Company’s significant financial capacity and flexibil 
ity is exemplified by the quality and liquidity of its assets, its 
ability to access multiple sources of capital and its diversified 
cash flows from operations. Below and on page 19 is a discus¬ 
sion of consolidated financial condition, liquidity and capital 
resources. Individual balance sheets, cash flow' statements and 
supplemental analyses for the business groups can be found 
beginning on pages 31, 36, 41 and 43. 


Financial Condition 

The Company's balance sheet is highly liquid, with over 
71% of total assets in bonds, mortgage backed securities, com 
mon and preferred stocks, receivables, cash and invested cash 
and broker-dealer security positions. 


Assets 

at Dec 31. 1991 


Reiviv abk-s 
M>"„ 


nvxsrmeniN 
44 % 



i Hhcr Assets 

12 % 


Over 93% of the $25 3 billion in bonds are rated invest 
ment grade. Nearly all of the $4.6 billion of mortgage-backed 
securities are secured by residential mortgages and backed by 
quasi governmental agencies. The aggregate market value of 
the bond and mortgage backed security portfolio exceeded its 
book value by $2.2 billion at Dec. 31, 1991. The $10.3 billion 
mortgage loan portfolio is geographically and economically di- 
versified with 59% residential mortgage loans and 41% commer¬ 
cial mortgage loans. At Dec. 31, 1991, 1.8% of the mortgage 
loan portfolio was nonperforming. In addition, approximately 
2.5% of the portfolio consisted of loans that are current, but 
which have been identified as possibly nonperforming in the 
future. Common and preferred stocks are recorded at market 
value and are invested in over 600 issues, with an unrealized 
gain of $539.6 million at Dec. 31, 1991 


The retail customer and Discover Card receivable portfo¬ 
lios are geographically diverse and have net charge-offs well 
below' their respective industry' averages. Receivables sold 
through asset-backed securities totaled $14.8 billion at Dec. 

31, 1991. Brokerage receivables of $3 4 billion are nearly all 
collateralized. 

Invested cash is comprised of high grade short-term instru 
ments. Merchandise inventories are primarily valued on the 
LIFO basis. Inventories would be $756.8 million higher at 
Dec. 31, 1991 if valued on the FIFO basis. Broker-dealer secu¬ 
rity positions are highly liquid and fluctuate greatly depending 
on market strategies. Intangible assets comprise less than \% 
of total assets. 

Liquidity and Capital Resources 

The Company’s financial flexibility w r as substantially en 
hanced by the issuance of two series of preferred shares. In 
November 1991, the Company issued 13 million depositary 
shares, each representing one-fourth of an 8.88% Preferred 
Share, First Series, at an offering price of $25 per share. This 
was followed in early 1992 with the issuance of 28.75 
million depositary shares, each representing one fourth of a 
Series A Preferred Share, at an offering price of $43 per share. 
The preferred share issuances serve to prudently manage our 
leverage and bolster equity capital needed both to sustain the 
rapid growth of our financial services businesses and ensure 
continued access to the world debt markets at competitive 
costs. 

Maintaining access to various capital markets on a cost- 
effective basis continues to be an important factor in the 
Company’s success. On Jan. 9, 1992, Moody’s Investors Ser 
vice placed the ratings of the Company’s commercial paper, 
SearsCharge securitization transactions and short and long 
term obligations, as well as the rating of Allstate's insurance 
financial strength, under review with negative implications. 
Moody’s current ratings for the Company are P-1 for commer¬ 
cial paper, Aaa for SearsCharge securitization transactions, A2 
for long term debt and Aal for Allstate's insurance financial 
strength. On Jan. 10, 1992, Standard & Poor’s reaffirmed the 
Company’s current ratings of A-l for commercial paper, AAA 
for securitization transactions, A for long-term debt, AAA for 
Allstate Life and AA-p for Allstate Property-liability. In the 
event of an adverse determination by Moody's, earnings could 
be negatively impacted but the Company believes that its re¬ 
sources should continue to provide the flexibility to obtain 
sufficient funds on a competitive basis. 





SEARS, ROEBUCK AND CO. 


Consolidated Statements of Cash Flows 


millions Year Ended December 31 



1991 

1990 

1989 

Cash flows from operating activities 

Net income 

$ 1,278.9 

$ 902.2 

$ 1,508.5 

Adjustments to reconcile net income to net cash provided by operating activities 
Depreciation, amortization and other noncash items 

968.3 

857.0 

792.4 

Provisions for uncollectible accounts 

1,348.7 

1,079.9 

727.1 

Gain on sale of discontinued operation 

— 

— 

(137.1) 

Gains on sales of property and investments 

(213.6) 

(388.9) 

(465.8) 

Increase in insurance reserves 

4,470.3 

4,903.0 

3,406.7 

Change in deferred taxes 

(524.2) 

(871.0) 

(149.2) 

Decrease (increase) in retail customer receivables 

846.8 

(284.7) 

(1,467.2) 

Decrease (increase) in merchandise inventories 

(386.4) 

278.1 

(629.1) 

Change in net matched agreements to resell or repurchase securities 

1 , 206.8 

10.8 

(77.2) 

Increase in net trading account securities 

(1,235.0) 

(411-9) 

(420.1) 

Increase in other operating assets 

(613.9) 

(2,080.7) 

(1,204.9) 

Increase in other operating liabilities 

636.7 

1,837.3 

1.139.7 

Net cash provided by operating activities 

7,783.4 

5,8311 

3,023-8 

Cash flows from investing activities 

Proceeds from sales and maturities of investments 

5,209.5 

3,256.7 

3,904.4 

Purchases of investments 

(8,906.5) 

(6.550.7) 

(5,460.6) 

Collections on and sales of mongage-backed securities, mongage loans and consumer 
finance notes 

2,267.9 

1,344.0 

2,113.5 

Purchases and originations of mortgage backed securities, mortgage loans and 
consumer finance notes 

(5,377.9) 

(3.729.1) 

(3,568.7) 

Proceeds from sales of property and equipment 

84.0 

58.4 

139.2 

Purchases of property and equipment 

(1,227.9) 

(1.218.5) 

(1,040.4) 

Increase in Discover Card receivables 

(534.7) 

(725.8) 

(2,654.0) 

Net cash used in investing activities 

(8,485.6) 

(7,565.0) 

(6,566.6) 

Cash flows from financing activities 

Proceeds from long term debt 

5,056.2 

3.316.7 

1,426.3 

Repayments of long term debt 

(986.2) 

(828.2) 

(1,412.3) 

Proceeds from advances from FHLB 

1,318.0 

1,091.0 

480.0 

Repayments of advances from FHLB 

(1,311.0) 

(590.0) 

(670.0) 

Increase (decrease) in deposits 

1,255.8 

(804.2) 

1,020.2 

Change in net unmatched agreements to resell or repurchase securities 

(386.9) 

56.5 

552.3 

Net change in short term borrowings, primarily 90 days or less 

(3,240.8) 

2,608.7 

3.751.4 

Repayments from (advances to) ESOP 

6.5 

(791.0) 

(9.0) 

Preferred shares issued 

315.1 

— 

— 

Common shares issued for employee stock plans 

45.2 

10.4 

54.6 

Common shares repurchased 

— 

— 

(1,420.1) 

Dividends paid to shareholders, net of reinvested amounts 

(687.3) 

(680.5) 

(685.6) 

Net cash provided by financing activities 

1,384.6 

3,389.4 

3,087.8 

Effect of exchange rate changes on cash 

.6 

(2.6) 

(1.9) 

Net increase (decrease) in cash and invested cash 

$ 683.0 

$ 1,652.9 

1 (456.9) 

Cash and invested cash at beginning of year 

$ 3,967.3 

$ 2,314.4 

$ 2,771.3 

Cash and invested cash at end of year 

$ 4,650.3 

$ 3,967.3 

1 2,314.4 


See accompanying notes and the summarized Group financial statements 



















Analysis of Consolidated Financial Condition continued 


Liquidity and Capital Resources continued 


Major Funding 

(billions) 


Sources 


Securitization 


Long-term Debt 

Deposits & Advances 
Bank Borrowings 
Commercial Paper 

The Company issues commercial paper through Sears Roe¬ 
buck Acceptance Corp. and Discover Credit Corp. to satisfy a 
portion of the Company’s working capital requirements. The 
Company had total commercial paper outstanding of $12.3 bil¬ 
lion at year end 1991, compared with $ 13-9 and $12.2 billion 
at Dec. 31, 1990 and 1989. Commercial paper totaling $6.1, 
$3-7 and $3-7 billion was reclassified as long-term at Dec. 31, 
1991, 1990 and 1989. respectively, with the support of syndi¬ 
cated credit agreements and from the issuance of Senes A Pre¬ 
ferred Shares in early 1992. The facilities to support the com 
mercial paper program were strengthened as the Company in¬ 
creased its syndicated credit agreements by $1.5 billion to a 
total of $5 9 billion. The Company also entered into uniform 
credit agreements with individual banks totaling $3-6 billion, 
resulting in total credit facilities under contract of $9 5 billion. 
An additional $5 5 billion of bank credit lines were available 
to provide for the Company’s short term funding needs and to 
support commercial paper. 

The Company issues retail and institutional CDs through 
Greenwood Trust Company and Sears Savings Bank to fund 
the Discover Card operations and the acquisition of mortgage 
loans, respectively. As of Dec. 31, 1991 the balance of depos¬ 
its and advances was $9.1 billion, compared to $7.9 and $8.2 
billion in 1990 and 1989, respectively. 

The Company has continued to place financing emphasis 
on the issuance of long term, fixed rate debt to take advantage 
of a favorable long-term interest rate environment and reduce 
repricing and refunding risk. Long term debt totaled $19.2, 
$12.6 and $10.0 billion at Dec. 31, 1991, 1990 and 1989, 
respectively. 

The Company has further enhanced its financial flexibility 
through the continued securitization of certain receivables. In 
1991, $6.4 billion of asset backed securities related to retail cus¬ 
tomer and Discover Card receivables were issued. As of year 
end 1991, there were $14.8 billion of asset backed securities 
outstanding compared to $9.2 and $3-8 billion at Dec. 31, 

1990 and 1989. 

Interest rate swaps and caps have been used to convert 
floating rate to fixed rate debt and to limit interest costs. The 
fixed rate to total debt ratio, including swaps and caps but 
excluding the effect of asset securitization, was 63%, 45% and 
47% at year-ends 1991, 1990 and 1989. A summary of fixed 
and variable debt is provided on page 15. 



Operating, Investing and Financing Activities 

Cash flows from operating activities consist primarily of 
net income adjusted for certain noncash expense items, includ 
ing depreciation and the provision for uncollectible accounts, 
increases in insurance reserves and changes in receivables, in 
ventories and deferred taxes. Cash provided by operations 
rose in 1991 due to a decrease in owned retail customer receiv¬ 
ables, changes in deferred taxes and increases in net income 
adjusted by noncash items, partially offset by an increase in 
merchandise inventories. The decrease in retail customer re 
ceivables was attributable to an increase in balances 
securitized. The reduced growth in deferred tax assets resulted 
from the final payment in 1990 of the change in tax account 
ing for retail charge card receivables under the Tax Reform 
Act of 1986. The increase in inventory was influenced by the 
relatively low inventory position in 1990 and suppressed retail 
demand at year-end 1991. In 1990, cash from operations rose 
on increased Allstate insurance reserves, decreased merchan¬ 
dise inventories and reduced growth in owned retail customer 
receivables resulting from higher securitizations. These de¬ 
creases were partially offset by the change in deferred taxes 
caused by the 1990 fresh start benefit and increased allow¬ 
ances for uncollectible accounts. 

The Company’s most significant investing activities were 
the growth of Allstate’s investment portfolio, Discover Card 
receivables, purchases of property and equipment and, in 
1991, Coldwell Banker’s mortgage loan portfolio. Increases in 
.Allstate’s investments and mortgage loans w'ere funded by in¬ 
surance premium receipts and the sale of investment-oriented 
products. Growth in Discover Card receivables, funded by 
short-term and medium-term debt and deposits, w'as signifi¬ 
cantly reduced in 1991 and 1990 due to the sale of receivables 
through the use of asset-backed securities. The 1991 increase 
in Coldwell Banker’s mortgage loans w 7 as primarily funded by 
deposits and short-term borrowings. 

The change in cash flows from financing activities in 1991 
primarily reflected the Company’s emphasis placed on reduc¬ 
ing the refunding and repricing risk on its debt. Cash required 
from financing activities decreased from 1990 due to the in¬ 
crease in cash provided by operations and the lower growth 
in invested cash. In 1990, the major financing emphasis was to 
lengthen the term of the Company’s debt funding, including a 
15-year $850 million mortgage on the Sears Tower and approx 
imately $1.5 billion of intermediate-term debt. An increase in 
short-term borrowings was largely offset by the growth in in 
vested cash and a decline in deposits. Invested cash in both 
years provided liability management flexibility for the 
Company's commercial paper programs and augmented back 
up credit facilities. The Company loaned $800 million to the 
Employee Stock Ownership Plan of The Savings and Profit 
Sharing Fund of Sears Employees for the open market pur 
chase of 21.9 million Sears common shares. In addition, 32.1 
million common shares were repurchased directly by the Com 
pany during 1989. 

The Company paid common dividends of $2.00 per com¬ 
mon share in 1991, the 56th consecutive year of payout. The 
payment of common dividends is dependent upon the 
Company's earnings and internal investment opportunities. 














SEARS, ROEBUCK AND CO 


Consolidated Statements of Shareholders’ Equity 










Year Ended December 31 


1991 

1990 

1989 

1991 

1990 

1989 


f millions 



slures in thousands 



Preferred shares-Sl.OO par value, 

50 million shares authorized 

Issued during year (note 1-t ) 

$ 325.0 

$ 

$ 

3,250.0 



Balance, end of year 

$ 325.0 

$ 

$ 

3,250.0 



Common shares-S.75 par value. 







1 billion shares authorized; 
issued as follows: 







Balance, beginning of year 

$ 289.1 

$ 288.8 

$ 287.7 

385,512.0 

385,075.8 

383,552.8 

Stock options exercised and other changes 

.4 

.3 

1.1 

544.9 

436.2 

1,523.0 

Balance, end of year 

289-5 

289.1 

288.8 

386,056.9 

385,512.0 

385,075.8 

Capital in excess of par value 

Balance, beginning of year 

2,137.9 

2,128.2 

2,071.6 




Stock options exercised and other changes 

15.5 

9.7 

56.6 




Balance, end of year 

2,153.4 

2,137.9 

2,128.2 




Retained income 

Balance, beginning of year 

12,927.1 

12,711.2 

11.904.2 




Net income 

1,278.9 

902.2 

1,508.5 




Preferred share dividends 

(3.9) 

— 

— 




Common share dividends ($2.00 per share) 

(687.8) 

(686.3) 

(701.5) 




Balance, end of year 

13,514.3 

12,927.1 

12,711.2 




Treasury stock (at cost) 

Balance, beginning of year 

Reissued under incentive compensation 

(1,765.8) 

(1,771.8) 

(382.0) 

(42,427.3) 

(42,573.2) 

(11,230.1) 

plans 

Reissued under dividend reinvestment 

19.4 

— 

— 

465.9 

— 

— 

plan and other 

— 

6.0 

30.3 

— 

145.9 

769.8 

Purchased during year 

— 


(1,420.1) 

— 


(32,112.9) 

Balance, end of year 

(1,746.4) 

(1.765.8) 

(1,771.8) 

(41,961.4) 

(42,427.3) 

(42,573-2) 

Deferred ESOP expense (note 6) 

Balance, beginning of year 

(777.7) 

(9.0) 





Advances 

— 

(791.0) 

(9.0) 




Reductions 

38.3 

22.3 





Balance, end of year 

(739-4) 

(777.7) 

(9.0) 




Unrealized net capital gains (losses) 
on marketable equity securities 

Balance, beginning of year 

(12.9) 

255.0 

170.0 




Net increase (decrease) 

378.4 

(267.9) 

85.0 




Balance, end of year 

365.5 

(12.9) 

255.0 




Cumulative translation adjustments 

Balance, beginning of year 

26.1 

19.7 

34 




Net unrealized gain during year 

.2 

6.4 

16.3 




Balance, end of year 

26.3 

26.1 

19-7 




Total common shareholders’ equity 







and shares outstanding 

$13,863.2 

$12,823-8 

$13,622.1 

344,095.5 

343,084.7 

342,502.6 

Total shareholders’ equity 

$14,188.2 

$12,823.8 

$13,622,1 





See accompanying notes and the summarized Group financial statements. 

























Notes to Consolidated Financial Statements 

Summary of significant accounting policies 
Basis of presentation 

The consolidated financial statements include the ac¬ 
counts of Sears, Roebuck and Co. and all significant domestic 
and international companies in which the Company has more 
than a 50% equity ownership. 

Included as an integral pan of the consolidated financial 
statements on pages 12 and 13 are the summary of business 
group data and, beginning on page 29, separate summarized 
financial statements and notes for each of the Company’s busi¬ 
ness groups as well as the significant accounting policies 
unique to each group. Although not a pan of the financial 
statements, also included with the consolidated statements 
and the summarized group statements are unaudited analyses 
of results and financial condition and a ten-year summary of 
consolidated financial data. 

Certain reclassifications have been made in the 1990 and 
1989 financial statements to conform to current accounting clas¬ 
sifications. 

Basis for assignment of debt 

Debt and the related interest expense have been assigned 
to the business groups as incurred by those groups. Corporate 
debt is legally the responsibility of Sears, Roebuck and Co., 
Sears Roebuck Acceptance Corp. (SRAC) or Sears Overseas 
Finance N.V. (SOFNV). A portion of the pooled Corporate 
debt is allocated to Sears Merchandise Group, principally to 
finance domestic customer receivables, to Dean Witter Finan 
cial Services Group to finance a portion of Discover Card receiv¬ 
ables and to Coldwell Banker Real Estate Group, primarily to 
finance its mongage banking operation. The remaining por¬ 
tion of Corporate debt has generally not been allocated to the 
business groups but has been combined with internally gener 
ated funds for Corporate operations and investments. The aver¬ 
age cost of the pooled Corporate debt was 8.2%, 9 4% and 
10.3% in 1991, 1990 and 1989. respectively. On a consolidated 
basis, the Company paid interest of $2.9, $3.4 and $3-3 billion 
in 1991, 1990 and 1989, respectively. 

Income taxes 

Effective Jan. 1, 1991 the Company adopted SFAS No. 

109, “Accounting for Income Taxes." Adoption of this state¬ 
ment reduced income tax expense by $134.0 million in 1991, 
primarily due to the recognition of deferred tax assets previ¬ 
ously not recorded under SFAS No. 96. No cumulative effect 
adjustment was required for the adoption of SFAS No. 109 
due to the Company’s previous use of the liability method. 

The consolidated federal income tax return of Sears, Roe¬ 
buck and Co. includes results of the domestic operations of 
the business groups. Tax liabilities and benefits are allocated 
as generated by the respective business groups, whether or 
not such benefits would be currently available on a separate 
return basis. U S. income and foreign withholding taxes are 
not provided on unremitted earnings of international affiliates 
which the Company considers to be permanent investments. 
The cumulative amount of unremitted income and the taxes 
which would be paid upon remittance of those earnings to¬ 
taled $534.9 and $216.8 million, respectively, at Dec. 31, 1991. 

Cash and invested cash 

Cash and invested cash is defined to include all highly 
liquid investments with maturities of three months or less. 


Property and equipment 

Property’ and equipment is stated at cost less accumulated 
depreciation. Depreciation is provided principally by the 
straight-line method over the estimated useful lives of the re¬ 
lated assets. 

Goodwill 

Other assets include goodwill of $527.5 and $526.2 
million at Dec. 31, 1991 and 1990, respectively. Goodwill rep 
resents the excess of purchase price over fair value of the net 
assets of businesses acquired and is amortized on a straight- 
line basis over a period not exceeding 40 years. 

1. Discontinued operations 

During 1988, the Company adopted plans to discontinue 
the group life-health business of Allstate Insurance Group and 
the commercial division of Coldwell Banker Real Estate 
Group. The group life-health operation was terminated effec¬ 
tive Jan. 1, 1989 and the Coldwell Banker commercial division 
was sold during 1989. 

2. Restructuring 

During the fourth quarter of 1990, the Merchandise 
Group recorded a pretax charge of $264.4 million, net of 
profit sharing benefit, related primarily to severance programs 
in the domestic Merchandising and Sears Canada operations. 


3. Supplementary income statement information 


millions 

Year Ended December 31 


1991 

1990 

1989 

Advertising costs (excluding catalog) 

$1,366.5 

$1,392.5 

$1,325.1 

Maintenance and repairs 

366.8 

343-4 

360.9 

Taxes, other than payroll and income: 

Property- 

294.9 

262.2 

245.4 

Premium 

348.0 

3118 

304.9 

Other 

228.1 

198.1 

219.0 

Provisions for uncollectible receivables 

1,319.6 

1.050.0 

688.7 

Realized foreign currency' exchange gains 
(losses), net of profit sharing and 

income taxes 

1.1 

(3.3) 

(2.3: 

Interest capitalized 

56.8 

43-1 

38.8 


4. Corporate 

Corporate operations include revenues and expenses 
which are of an overall holding company nature, including 
that portion of administrative costs and interest which is not 
allocated to the Company’s business groups. The Corporate 
statements of income consisted of: 


millions 


Year Ended December 31 


1991 

1990 

1989 

Revenues 

$ 226.2 

$ 151.9 

$ 146.1 

Interest expense 

565.0 

433-9 

290.5 

Operating expenses 

120.1 

108.3 

143-3 

Operating loss 

(458.9) 

(390.3) 

(287.7) 

Other loss 

(78.8) 

(112.7) 

(99 8) 

Income tax benefit 

211.5 

200.4 

146.4 

Net Corporate expense 

(326.2) 

(302.6) 

(241 1) 

Intergroup eliminations 

(8.9) 

(12.3) 

(52) 

Corporate and other 

(335.1) 

(314.9) 

(246.3) 

Equity’ in net income of business 




groups 

1.614.0 

1,217.1 

1.754.8 

Consolidated net income 

$1,278.9 

$ 902.2 

$1,508.5 


















SEARS, ROEBUCK AND CO. 


Notes to Consolidated Financial Statements continued 


5. Income Taxes 

Income before income taxes, minority interest and equity 
income follows: 


millions 

Year Ended December 31 


1991 

1990 

1989 

Domestic 

$1.369 7 

$5870 

$1.6317 

Foreign 

88.4 

86.1 

198.0 

Total 

$1,458.1 

$673.1 

$1,829.7 

Federal, state and foreign taxes follows: 

millions 

Year Ended December 31 


1991 

1990 

1989 

Federal income tax 




Current 

$ 596.5 

$ 538 1 

$ 464.0 

Deferred 

(494.4) 

(684.8) 

(264.8) 

State income tax 




Current 

92.4 

1086 

50.5 

Deferred 

(36.3) 

(82.3) 

9.8 

Foreign income tax 




Current 

2.0 

30.1 

76.2 

Deferred 

323 

8.3 

17.1 

Financial statement income tax provi 




sion (benefit )-current operations 

192.5 

(820) 

352.8 

Fresh start 

— 

(139 0) 


Financial statement income tax 




provision (benefit) 

$ 192 5 

$(221.0) 

$ 352.8 


A reconciliation of the statutory federal income tax rate to 
the effective rate is as follows: 


Year Ended December 31 



1991 

1990 

1989 

Statutory federal income tax rate 

34.0 % 

34.0 % 

34.0 % 

State income taxes, net of federal taxes 

2.5 

2.6 

2.2 

Tax exempt income 

(26.0) 

(53.4) 

(18.6) 

Dividends received exclusion 

(15) 

(31) 

(13) 

Other 

4.2 

7.7 

30 

Effective tax rate-current operations 

132 

(12.2) 

19.3 

Fresh start benefit 

— 

(20.6) 


Effective income tax rate (benefit) 

132 % 

(32.8)% 

193 % 


Deferred taxes are recorded based upon differences be 
tween the financial statement and tax bases of assets and liabil 
ities and available tax credit carryforwards. The following de¬ 
ferred taxes are recorded: 


Assets/(Liabilities) in millions 

December 31 


1991 

1990 

Insurance loss reserves 

$ 765 0 

$ 645.4 

Unearned maintenance income 

321.8 

330.4 

Loan loss reserves 

471.4 

356.0 

Unearned insurance premiums 

337.3 

271.2 

Alternative minimum tax credit 

157.4 

54.7 

Other deferred tax assets 

1,086.0 

984.4 

Fixed asset depreciation 

(696.8) 

(649.6) 

Policy acquisition costs 

(450.1) 

(4133) 

Prepaid peasion 

(197.8) 

(1559) 

Unrealized securities (gains l/losses 

(183.6) 

15.8 

Other deferred tax liabilities 

(701.5) 

(857.5) 

Total 

$ 909 1 

$ 581 6 


Income taxes of $595 8, $' 7 52.7 and $471.8 million were 
paid in 1991, 1990 and 1989, respectively Payments in 1991 
and 1990 include $77.0 and $80.4 million attributable to the 
alternative minimum tax. These payments generate tax credits 
which can be carried forward indefinitely. Tax expense of 
$16.0 million was recognized in 1991 for tax benefits allocated 
directly to capital 

6. Benefit plans 

Expenses for retirement and savings-related benefit plans 
were as follows: 


millions Year Ended December 31 



1991 

1990 

1989 

Savings and Profit Sharing Fund of Sears 
Employees 

Defined Contribution 

$ 60 5 

$ 28 1 

$ 88.6 

Additional ESOP 

296 

293 

— 

Pension plans 

90.2 

105.1 

88.0 

Retiree insurance benefits 

155.6 

164.9 

143.0 

Other plans 

28.9 

23.7 

27.1 

Total 

$364.8 

$3511 

$346.7 


Profit Sharing Fund 

Most domestic employees, excluding primarily those of 
the Securities operations of Dean Witter Financial Services 
Group, the Residential operations of Coldwell Banker Real Es 
tate Group and Western Auto Supply Company, are eligible to 
become members of The Savings and Profit Sharing Fund of 
Sears Employees (the Fund). Beginning in 1991, the Com¬ 
pany contributes up to 35% of eligible deposits by Fund partic¬ 
ipants, and at the Company's discretion an additional contribu¬ 
tion of up to 35% of eligible deposits. Total Company contribu 
tions cannot exceed 6% of consolidated income, as defined, 
before federal income taxes and profit sharing contributions. 
Prior to 1991, the Company contributed 6% of consolidated 
income, as defined, before federal income taxes and profit shar 
ing contributions. The 1991 contribution was allocated to the 
business groups and Corporate based on eligible deposits 
made by employees of the participating companies. The 1990 
and 1989 contributions were allocated based on 6% of the par 
ticipating company’s respective operating results. 

The Fund includes an Employee Stock Ownership Plan 
(the ESOP) adopted in 1989 to prefund a portion of the 
Company’s anticipated contribution through 2004. The Com¬ 
pany loaned the ESOP $800 million which it used to purchase 
21.9 million Sears common shares in the open market. The 
loan will be repaid with dividends on ESOP shares and Com¬ 
pany contributions. The additional ESOP expense included in 
the benefit plan expense table above is computed as follows: 


millions 

Year Ended December 31. 


1991 

1990 

Interest expense recognized by ESOP 

Less dividends accrued on ESOP shares 

Cost of shares allocated to employees and plan 
expenses 

$ 73.0 
(46.9) 

42.4 

$ 50.5 
(311) 

29.1 

ESOP expense 

Less market value of shares allocated 

68.5 

(38.9) 

48.5 

(19.2) 

Additional ESOP expense 

$ 29.6 

$ 29 3 

The Company contributed $32.6 and $12.8 million to the 


ESOP in 1991 and 1990, respectively. 







































Notes to Consolidated Financial Statements continued 


Pension plans 

Substantially all domestic full-time and certain pan time 
employees are eligible to participate in noncontributory' de 
fined benefit plans after meeting age and service requirements. 
Substantially all Canadian employees are eligible to participate 
in contributory defined benefit plans. Pension benefits are 
based on length of service, either average annual compensa¬ 
tion or final average annual compensation and, in certain 
plans, Social Security or other benefits. Funding for the vari¬ 
ous plans of the Company is determined using various actuar 
ial cost methods, and amounted to $117.0, $141.7 and $142.5 
million for 1991, 1990 and 1989, respectively. 


Pension expense was comprised of the following: 


millions 

1991 

1990 

1989 

Benefits earned during the period 

t 225.8 

$ 258.4 

$ 224.2 

Interest on projected benefit obligation 

422.1 

416.0 

387.6 

Actual return on plan assets 

(1.130.4) 

120.2 

(862 8) 

Net amortization and deferral 

572.7 

(689.5) 

339 0 

Pension expense 

$ 90.2 

$ 105.1 

$ 880 


The weighted average discount rate and rate of increase 
in compensation levels used in determining the actuarial pres¬ 
ent value of the projected benefit obligations were 8-V»% and 
5 Vi% in 1991, 10% and 5V,% in 1990 and 9'/.’% and 6% in 
1989. The expected long-term rate of return on plan assets 
used in determining net periodic pension cost was 9'/’% in 
1991, 1990 and 1989 

The plans' funded status was as follows: 


1991 1990 


millions 

Assets 

exceed 

accumu¬ 

lated 

benefits 

Accumu¬ 

lated 

benefits 

exceed 

assets 

Assets 

exceed 

accumu¬ 

lated 

benefits 

Accumu¬ 

lated 

benefits 

exceed 

assets 

Actuarial present value of bene¬ 
fit obligations 

Vested benefit obligation 

$3,004 

$ 725 

$2,951 

$ 278 

Accumulated benefit 

obligation 

$3,252 

$ 922 

$ 3,344 

$ 293 

Projected benefit obligation 

(PRO) 

$4,037 

$ 1,094 

$4,113 

$ 405 

Plan assets at lair value, primar 
ily publicly traded stocks 
and bonds 

4,870 

841 

4,767 

234 

PBO less than (in excess of) 

plan assets 

833 

(253) 

654 

(171) 

Unrecognized net (gain) loss 

(123) 

186 

221 

20 

Unrecognized prior service cost 

120 

(34) 

68 

2 

Unrecognized transitional 
(asset) obligation 

(271) 

(77) 

(455) 

28 

Adjustment required to recog 
nize minimum liability 

_ 

(18) 


(24) 

Prepaid (accrued) pension 
cost in the balance sheet at 

Dec 31 

$ 559 

$ (196.) 

$ 488 

$(145) 


In 1991. the Company recognized a pension curtailment 
gain of $ 16.1 million arising from the 1990 Merchandise 
Group restructuring. 


Retiree insurance benefits 

Sears. Roebuck and Co. and its subsidiaries provide cer 
tain health care and life insurance benefits for retired em¬ 
ployees, Generally, qualified employees may become 
eligible for these benefits if they retire in accordance with the 
Company’s established retirement policy and are continuously 
insured under the Company's group plans or other approved 
plans for 10 or more years prior to retirement The Company 
has the right to modify or terminate these plans. Health care 
benefits are self insured by the Company. The Company recog 
nizes the costs of providing health care benefits by expensing 
the claim and administrative costs incurred (net of member 
contributions) during the year. Life insurance benefits arc- 
funded by insurance contracts for which premiums are based 
on the benefits paid during the year. The Company recognizes 
the costs of providing life insurance benefits by expensing the 
insurance premiums. 

in December 1990. the Financial Accounting Standards 
Board issued SFAS No. 106, "Employers' Accounting for 
Postretirement Benefits Other Than Pensions". The statement, 
which must be adopted by Jan. 1, 1993, will require the Com 
pany to accrue retiree health and life insurance benefits over 
the period in which employees become eligible for such bene¬ 
fits. Adoption of the statement will have no impact on cash 
flows. 

The Company has the option of recognizing the transi 
tion obligation for the change in accounting immediately 
upon adoption or over a period of 20 years. If the Company 
recognizes the transition obligation as a one time charge, net 
income and shareholders’ equity would be reduced by an 
estimated $1.75 to $2.50 billion, and on an ongoing basis net 
income would be decreased annually by an estimated $50 to 
$150 million. If the Company elects to amortize the transition 
obligation, net income would be further decreased by the 
amortization of the transition obligation over 20 years. The 
financial statement impact of adopting SFAS No. 106 can 
fluctuate significantly depending on a number of factors, in 
eluding: how the transition obligation is recognized; timing of 
adoption; potential plan changes; determination of the health 
care cost trend rate; and determination of a discount rate. 



















SEARS, ROEBUCK AND CO 


Notes to Consolidated Financial Statements continued 


7. Investment securities 

The market values of investments carried at cost were as 
follows: 


millions 



December 31. 1991 



Gross 1 nrealized 



Cost 

Gains 

Ixisses 

Market Value 

M S Government 





and agency 
obligations 

$ 456.6 

$ 438 

$ (.1) 

$ 500.3 

State and 





municipal 

15.112 8 

1.236 9 

(231) 

16.326.6 

Corporate bonds 
and obligations 
Foreign 

9.494.1 

714.4 

(127 3) 

10,081 2 

government 
Mongage backed 

291.7 

24,1 

( 1) 

315.7 

securities 

4.586 4 

377.7 

(4.1) 

4.960.0 


$29,941 6 

$2,396.9 

$< 154.7) 

$32,183.8 


millions 



December 31. 1990 



Gross Unrealized 



Cost 

Gains 

Lasses 

Market Value 

M S Government 





and agency 
obligations 

$ 223 2 

$ 9-7 

$ (2.3) 

$ 230.6 

State and 





municipal 
Corporate bonds 

13.606 3 

835.4 

(83.8) 

14,357-9 

and obligaui ms 
Foreign 

7,819.5 

86.9 

14(4)9) 

74.36 S 

government 
Mongage backed 

372.8 

11 4 

(116) 

372 6 

securities 

4,270 5 

93.0 

(11.2) 

4.352.3 


$26,292.3 

$ 1.036.4 

$(578.8) 

$26,749.9 

Investment securities carried at cost had scheduled maturi 

ties at Dec 31. 

1991 as follows: 







Market 

millions 



Cost 

Value 

Within 1 vear 



$ 933 0 

f 1.0056 

After 1 vear through 5 vears 


7.224 5 

7824 I 

After 5 years through 10 vears 


10.764 2 

11.4-8 6 

After 10 years 



6.433-5 

6.915.5 




25.355 2 

27.223.8 

Mortgage backed securities 


4.586.4 

4.960.0 




$29,941 6 

$32,183-8 


The Company realized proceeds of $2.4 billion with result 
ing gains and losses of $73 2 and $39 3 million, respectively, 
from the sale prior to the maturity of investment securities car 
ried at cost during the year ended Dec. 31. 1991 


8. Short-term borrow ings consisted of: 


millions 

December .31 


1991 

1990 

Commercial paper 

$6,146.3 

$10,235 2 

Bank loans 

2,947.9 

3-948 7 

Agreements with bank trust departments 

510.1 

571 9 

Other loans (principally foreign) 

183.9 

5582 

Total short term borrowings 

$9,788.2 

$15,314,0 


At Dec. 31, 1991, the Company had syndicated credit 
agreements of $5 9 billion through SRAC and Discover Credit 
Corp (DCC ). The Company also had entered into uniform 
credit agreements with individual banks totaling $3.6 billion. 
These syndicated and uniform credit agreements provide for 
loans at prevailing interest rates and mature at various dates 
through October 1994. Additionally, the Company had $5.5 
billion of unused lines of bank credit. These credit lines are 
renewable annually at various dates and provide for loans of 
varying maturities at prevailing interest rates. The Company 
pays commitment fees or maintains informal compensating bal 
ances in connection with these credit agreements and lines of 
credit. 

At Dec. 31. 1991. the syndicated credit agreements not 
maturing w ithin one year supported the long term classifica 
tion of $4.9 billion of commercial paper. This debt can be 
refinanced on a long term basis using these agreements. The 
Company has reclassified an additional $1 2 billion of commer 
cial paper as long term as a result of the sale of Series A Pre 
ferred Shares in early 1992. See note 14 to the Consolidated 
Financial Statements. 

The Company has utilized interest rate swaps, interest 
rate caps and other liability management techniques to reduce 
interest rate risk The Company had interest rate swap 
agreements which established fixed rates on $4.8 and $31 bil 
lion of short term variable rate debt at Dec. 31. 1991 and 
1990. w'ith weighted average interest rates of 8.82% and 
9.53%, respectively. The average maturity of agreements in ef¬ 
fect on Dec. 31. 1991 w'as approximately six years. Interest 
rate caps and other liability management products are used to 
lock in a maximum rate if rates rise, but enable the Company 
to otherwise pay lower market rates. The Company estab 
lished a maximum rate on $2.2 and $ 1.6 billion of debt at 
Dec. 31. 1991 and 1990. with weighted average interest rates 
of 6.10% and 8.60%, respectively. The average maturity of 
agreements in effect on Dec. 31. 1991 was approximately 
three years. 




























Notes to Consolidated Financial Statements continued 


9- Long-term debt was as follows: 


millions 

December 31 

Issue 

1991 

1990 

Sears, Roebuck and Co. 

6'A% Yen Bonds, due 1991 

$ 

$ 58.4 

137-,% Notes, due 1992 

231.0 

2310 

9.35% Notes, due 1993 

400.0 

400.0 

7% Notes, due 1994 

350.0 

— 

12% Notes, due 1991 

230.9 

230.9 

8.55% Notes, due 1996 

200.0 

200.0 

9% Notes, due 1996 

200.0 

200.0 

97,% Notes, due 1997 

300.0 

300.0 

8.45% Notes, due 1998 

250.0 

— 

97,% Notes, due 1998 

500.0 

— 

Extendable Notes, 7V£% to April 15. 1992, due 
1999 

492 

49.2 

97-% Notes, due 1999 

200.0 

200.0 

6% Debentures. 1300 million face value, due 
2000, effective rate I t.8% 

176.5 

169-2 

7% Debentures, $300 million face value, due 
2001, effective rate lu.6% 

182.7 

177.6 

9-3 7 5% Debentures, due 2011 

300.0 

— 

Floating Commercial Paper Rate—Put Premium 
Option Notes, 4.95% at Dec. 31. 1991. due 

2021 

200.0 


4.50% to 10.35% Medium Term Notes, due 1991 
to 2021 

3,324.2 

1.847.1 

Capitalized lease obligations 

63.0 

71.2 

Sears Roebuck Acceptance Corp. 

Commercial paper backed by revolving credit. 
5.2% and 8.2% at Dec 31. 1991 and 1990 

4.925.0 

3,450.0 

Commercial paper expected to be refinanced 
from sale of Series A Preferred Shares 

1.200.0 


4.56% Variable Interest Notes (7.62% at Dec. 31. 
1990). due 1992 

204.0 

271.0 

Other notes 

— 

4.0 

Discover Credit Corp. 

Commercial paper backed by revolving credit. 
8.2% at Dec. 31, 1990 


250.0 

7 .57% to 9 10% Medium Term Notes, due 1991 

to 2001 

1,309 8 

135.1 

Sears Overseas Finance N.V. (guaranteed by- 
Sears, Roebuck and Co.) 

1 P/h% Notes, due 1991 

5Vk% Swiss Franc Notes, due 1991 


150.0 

100.1 

Zero Coupon Notes. $400 million face value, 
due 1992. effective rate 15.0% 

393 2 

341.9 

11%% Notes, due 1993 

150.0 

150.0 

Zero Coupon Bonds, $400 million face value, 
due 1994. effective rate 12.8% 

299.9 

265.8 

Zero Coupon Bonds. $500 million face value, 
due 1998. effective rate 12.0% 

239.2 

213.6 

Homart Development Co. 

7'/,% to 10% Notes, due 1991 to 2002 

62.0 

630 

8-Vh% to 127,% Mortgage Notes, due 1993 to 

2000 

810.2 

689.2 

Notes payable to banks 

315-0 

3150 

Sears Canada Inc. 

97,% to 117,% Debentures, due 1994 to 2000 

4152 

416.2 

Notes, mortgages, bonds and capitalized leases 

321.0 

3334 

Sears Acceptance Co. Ltd. 

9'A% to 157«% Secured Debentures, due 1991 
to 2000 

2990 

346.4 

Other subsidiaries 

Participating mongages, $850 million face value, 
due 2005, effective rate 8 7%, collateralized by 
Sears Tower and related properties 

8339 

8333 

Notes payable, mortgages and capitalized leases 

235 2 

173.8 

Total long-term debt 

$19,170.1 

$12,636.4 


The mortgages of Sears Tower and related properties in¬ 
clude purchase options exercisable in 2005 at a price reflective 
of market values at that time. The Company will share in any 
appreciation of the properties. 

As of Dec. 31. 1991. long term debt maturities for the 
next five years, excluding commercial paper classified as long 
term debt, were as follows: 


Year Ended December 31 

millions 

1992 

$2,148.1 

1993 

1.871.1 

1994 

1.822.9 

1995 

837.4 

1996 

1,425.0 


In 1990, the Company retired $69 2 million of long-term 
debt before its scheduled maturity. 


10. Leases 

The Company leases certain stores, office facilities, com¬ 
puters and automotive equipment. 

Operating and capital lease obligations are based upon 
contractual minimum rates and, for certain stores, amounts in 
excess of these minimum rates are payable based upon speci¬ 
fied percentages of sales. Certain leases include renewal or pur¬ 
chase options. Operating lease rentals were $959.3, $911.9, 
and $807.4 million, including contingent rentals of $32.0, 

$38.5 and $40.6 million, for the years ended Dec. 31, 1991, 
1990 and 1989. 

Minimum fixed lease obligations, excluding taxes, insur¬ 
ance and other expenses payable directly by the Company, for 
leases in effect as of Dec. 31. 1991 were: 


millions 

Year Ended December 31 

Capital 

leases 

Operating 

leases 

1992 

$ 40.6 

$ 701.7 

1993 

37.3 

588.7 

1994 

35.4 

461.0 

1995 

34.5 

375.4 

1996 

33 1 

255.0 

.After 1996 

500.6 

1,383-6 

Minimum payments 

681.5 

$3,765.4 

Executory costs (principally taxes) 

46.0 


Implicit interest 

404.5 


Present value of minimum lease payments, 
principally long term 

$231.0 
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Notes to Consolidated Financial Statements continued 


11. Financial instruments with off-balance-sheet risk 

The Company is a party to financial instruments with off 
balance sheet risk in the normal course of business to meet 
the financing needs of iLs customers, to reduce its exposure to 
market and interest rate risk and in connection with the propri 
etary trading activities of its broker and dealer operation, lln 
less noted otherwise, the Company does not require collateral 
or other security to support financial instruments with credit 
risk The Company had the following financial instruments 
with off balance-sheet credit risk at Dec 31. 1991: 


millions 

Contract or 
Notional Amount 

Financial instruments whose contract amounts 
represent credit risk 

Commitments to extend credit under revolving 
agreements 

$149,794.0 

Commitments to extend mortgage loans 

2.498.3 

Mortgage loans sold with recourse 

3.531.7 

Financial guarantees written 

163.9 

Financial instruments whose notional or contract 
amounts exceed the amount of credit risk 
Securitized receivables with recourse 

14,824.6 

Interest rate swap agreements associated with 
Short term debt 

4,7608 

Deposits and other 

1.308 4 

Options written 

349.6 

Financial futures contracts 

292.9 

Forward foreign currency purchase contracts 

5,701.3 

Forward foreign currency sales contracts 

5,728.3 

Forward mortgage loan sales contracts 

607.7 


Commitments to extend credit under revolving agree 
menus relate primarily to the aggregate unused credit limits for 
SearsCharge and Discover Card accounts. These commitments 
generally have fixed expiration dates or other termination 
clauses. It is unlikely the total commitment amount will repre¬ 
sent future cash requirements. The Company evaluates each 
customer's creditworthiness on a case by case basts. Commit 
menus to extend mongage loans represent future cash require¬ 
ments and have fixed expiration dates. Risk from commit 
menus arises from the possible movements in interest rates. 

The mongage loans sold with recourse, financial guaran¬ 
tees written and securitized receivables with recourse repre¬ 
sent conditional commitments of the Company to guarantee 
performance to a third party. The mongage loans sold with 
recourse and a portion of the securitized receivables with re 
course are collateralized by real estate or personal property At 
Dec, 31. 1991. receivables that were securitized and sold as 
pass through certificates consisted of $8.3 billion of retail cus¬ 
tomer receivables, $5.7 billion of Discover Card receivables 
and $829.4 million of consumer finance and other notes. The 
Company’s credit risk exposure on these securitized balances 
was contractually limited to $1.1 billion. 

Interest rate swap transactions generally involve the ex 
change of fixed and floating rate interest payment obligations 
without the exchange of the underlying notional amounts. 

The differential to be paid or received is accrued as interest 
rates change and is recognized over the life of the agreements. 

Options written, financial futures contracts and forward 
mortgage loan sales contracts are used by the Company to 
hedge its market or interest rate risk Forward foreign cur 


rency purchase and sales contracts are used by the Company 
in its broker and dealer trading activities. Risks from options 
written and futures and forward contracts arise from the possi 
ble inability of counterparties to meet the terms of their con 
tracts and from movements in currency values and interest 
rates. Realized and unrealized gains on options written and 
futures and forward contracts designated and effective as 
hedges of market or interest rate exposure are deferred and 
recognized in income over the lives of the hedged assets or 
liabilities. 

As a securities broker and dealer, the Company is ex 
posed to risk in the event that clients are unable to fulfill their 
financing and settlement obligations. The Company attempts 
to minimize this risk by establishing and monitoring credit lim¬ 
its and margin requirements 

12. Significant group concentrations of credit risk 

The Company invests in state and municipal bond hold 
ings and grants credit to customers throughout the nation /Vs 
of Dec. 31. 1991, the five states in which the Company had 
the largest amount of credit card receivables and loans, includ 
ing those sold with recourse, and state and municipal bond 
holdings were as follows: 


millions 

California 

*9.187.9 

Texas 

4.579.6 

Florida 

3.957 6 

Illinois 

3.2388 

New York 

3.035.3 


In addition, the Company had $923 5 million of high 
yield securities at Dec. 31, 1991. carried at amortized cost, 
with a market value of $850.9 million 

The Company conducts various securities trading and bro 
kerage activities serving a diverse group of investors. The 
Company's exposure to credit risk, in fulfilling iLs contractual 
obligations pursuant to securities and commodities transac¬ 
tions, can be directly impacted by volatile trading markets 
which may impair the clients’ ability to satisfy their obligations 
to the Company. 

In connection with the Company’s broker and dealer ac¬ 
tivities, the Company enters into collateralized reverse repur 
chase agreements. The Company limits its credit exposure 
associated w r ith these agreements by monitoring client credit 
exposure and collateral values on a daily basis and requiring 
additional collateral to be deposited with or returned to the 
Company when deemed necessary. 

13. Pending legal proceedings 

Various legal actions and governmental proceedings are 
pending against the Company, many involving ordinary rou¬ 
tine litigation incidental to the businesses. Other matters con 
tain allegations which are nonroutine and involve compensa 
tory, punitive or antitrust treble damage claims in very large- 
amounts, as well as other types of relief. See note 4 to the 
Allstate Insurance Group summarized financial statements on 
page 39 for a discussion of specific pending legal proceedings. 
The consequences of these matters are not presently determin 
able but. in the opinion of management, the ultimate liability- 
in excess of reserves currently recorded will not have a mate¬ 
rial effect on the liquidity- or capital resources of the Company. 











Notes to Consolidated Financial Statements continued 


14. Shareholders’ equity 

Dividend payments are restricted as follows: 

Certain indentures relating to the long term debt of Sears, 
Roebuck and Co., which represent the most restrictive contrac¬ 
tual limitation on the payment of dividends, provide that the 
Company cannot take specified actions, including the declara¬ 
tion of cash dividends, which would cause its consolidated 
unencumbered assets, as defined, to fall below 150% of its 
consolidated liabilities, as defined. At Dec. 31, 1991, $9.8 bil¬ 
lion in retained income could be paid in dividends to share¬ 
holders under the most restrictive indentures. 

The capital of certain foreign operations, Allstate Life Insur¬ 
ance Company and Sears Savings Bank at Dec. 31, 1991 in¬ 
cluded approximately $753 million which, if distributed, 
would be subject to income taxes of approximately $291 mil¬ 
lion. It is not contemplated that distributions will be made in 
an amount which would require such tax payments. 

The Illinois Insurance Holding Company Systems Act per¬ 
mits Allstate Insurance Company to pay, without regulatory 
approval, dividends to Sears, Roebuck and Co. during any 12- 
month period in an amount up to the greater of 10% of sur¬ 
plus (as regards policyholders) or its net income (as defined) 
as of the preceding Dec. 31. Approximately $542 million of 
Allstate’s retained income at Dec. 31, 1991 had no restriction 
relating to distribution during 1992 which would require prior 
approval. 

Dean Witter Reynolds Inc. is subject to the Securities and 
Exchange Commission's Uniform Net Capital Rule and the 
New' York Stock Exchange's Growth and Business Capital 
Rule. Under these rules the declaration of dividends is restrict¬ 
ed. At Dec. 31, 1991. approximately $526 million of Dean Wit¬ 
ter Group's retained income was available for the declaration of 
dividends to Sears, Roebuck and Co. 

As of Dec. 31, 1991, subsidiary' companies could remit to 
Sears, Roebuck and Co. in the form of dividends approxi¬ 
mately $4.0 billion, after payment of all related taxes, without 
prior approval of regulatory bodies or violation of contractual 
restrictions. 

Preferred Shares 

In November 1991, Sears, Roebuck and Co. issued 3-25 
million 8.88% Preferred Shares, First Series (8.88% Preferred 
Shares), in the form of 13 million depositary' shares, each rep¬ 
resenting one-fourth of an 8.88% Preferred Share, at an offer¬ 
ing price of $25 per depositary share. All shares were outstand¬ 
ing as of Dec. 31, 1991. Dividends of $3 9 million were ac¬ 
crued during 1991. The 8.88% Preferred Shares have cumula¬ 
tive dividends and a liquidation preference of $ 100 per share 
($25 per depositary share), plus accrued and unpaid divi¬ 
dends. On or after Nov. 9, 1996, Sears may, at its option, re¬ 
deem the 8.88% Preferred Shares, in w-hole or in pan, at any 
time at a redemption price of $100 per share, plus accrued 
and unpaid dividends to the redemption date. 

In early 1992, Sears. Roebuck and Co. sold 7,187,500 Se¬ 
ries A Mandatorily Exchangeable Preferred Shares (Series A Pre¬ 
ferred Shares) in the form of 28.75 million depositary shares, 
each representing one-fourth of a Series A Preferred Share, at 
a price of $43 per depositary' share. The depositary shares 
have an annual, cumulative dividend rate of $3.75 per share. 
Each depositary' share is required to be exchanged for one 
common share of the Company on April 1, 1995 (subject to 


adjustment in certain events). At any time prior to April 1. 
1995. the Company may elect, at its option, to exchange the 
outstanding depositary’ shares for common shares, in whole 
or in part at an initial price of $64.25 per share declining rata¬ 
bly to $59.28 per share on Feb. 1, 1995, and equal to $59.00 
thereafter, plus accrued and unpaid dividends. The Series A 
Preferred Shares have voting rights (equivalent to one-fourth 
of a vote for each depositary share ) and a liquidation prefer¬ 
ence of $172 per share ($43 per depositary' share ). 

In the event that dividends payable on either series of 
preferred stock are in arrears for slx quarterly periods, holders 
of such stock together shall have the right to elect two addi¬ 
tional directors of the Company until all cumulative dividends 
have been paid or set apart for payment. Additionally, divi¬ 
dends cannot be paid on the Company’s common shares if 
dividends on either series of preferred shares are in arrears. 

Stock option plans 

Options to purchase common stock of the Company 
have been granted to employees under various plans at prices 
equal to the fair market value of the stock on the dates the 
options were granted. Certain options include stock apprecia¬ 
tion rights (SARs) w'hich, upon surrender of the option, per¬ 
mit the optionee to receive the excess of the current market 
price over the option price in cash. In addition, the Company- 
may pay to the optionee in connection with certain options or 
SARs an amount generally equal to the maximum statutory- 
corporate federal income tax rate then in effect (not to ex¬ 
ceed 46%) times the difference between the market price and 
the option price. Options and SARs are generally exercisable 
in not more than four equal, annual cumulative installments 
beginning one year after the date of grant, and generally ex 
pire in 10 or 12 years. 


Changes in stock options w'ere as follows: 


thousands of shares 

Year Ended December 31 


1991 

1990 

1989 

Beginning balance 

9,874.4 

10,212.5 

10,511 5 

Granted 

4,605 3 (a) 

839.1 

1,482.5 

Exercised 

(550.9 Kb) 

(498.8) 

(1,207 3) 

Canceled or expired 

(624.4 )(c) 

(678.4) 

(574.2) 

Ending balance 

13,304.6 (d) 

9.874.4 

10,212 5 

Reserved for future grant at vear end 

3.585.8 (e) 

8.104.2 

1.341.4 

Exercisable 

7,716.3 

7.024.2 

6,404.8 


(a) Consists of 7557 thousand shares granted under the 1982 Plan at a 
price of 130.44, 371.7 thousand shares granted under the 1986 Plan 
at prices ranging from 125.94 to 142.88, and 3.478 1 thousand shares 
granted under the 1990 Plan at prices ranging from $30.44 to $-t2.88 

(b) Consists of 393-2 thousand shares under the 19 7 2 Plan at a price 
from $ 15.94 to $18.38, 16.2 thousand shares under the 1978 Plan at a 
price of $32.88, 42.7 thousand shares under the 1982 Plan at a price 
from $29.38 to $40.19, 80.6 thousand shares under the 1986 Plan at a 
price from $34.19 to $34.75, 14.5 thousand SARs exercised under the 
1982 Plan with an option price of $32.88 and 3-7 thousand SARs 
exercised under the 1986 Plan at an option price of $34.75 

(c) The options that expired or were canceled in 1991 were previously 
granted at prices ranging from $18.38 to $51.25 

(d) Consists of 350.3, 4.128.6, 5.460.0 and 3,365.7 thousand shares under 
the 1978, 1982, 1986 and 1990 Plans, respectively, at weighted 
average purchase prices per share of $39 71. $36.97, $34.47 and 
$30.58 for the respective plans. SARs were attached to 365.1 and 
803 9 thousand shares under the 1982 and 1986 Plans, respectively. 

(e) Shares reserved for future grant totaled 243-7, 180.5 and 3.161.6 
thousand shares for the 1982, 1986 and 1990 Plans. 













SEARS, ROEBUCK AND CO 


Notes to Consolidated Financial Statements continued 

15. Quarterly results (unaudited) 


First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

millioas. except per common share data 

1991 

1990 

1991 

1990 

1991 

1990 

1991 

1990 

Revenues 

$12,883.8 

$12,605.8 

$14,090.0 

$13,851.7 

$14.300 2 

$13,957.0 

$15,968.4 

$15,557.2 

Operating income 

112.0 

21.7 

362.1 

2195 

201.8 

139.6 

655 1 

1-18.6 

Income from continuing operations, prior basis 

202.7 

958 

239.3 

237.9 

150.3 

179.2 

552.6 

378.8 

Retroactive restatement for SFAS No 109 

34.5 

— 

60.1 

— 

78.9 

— 

(395) 

— 

Income from continuing operations 

237 2 

958 

299.4 

237.9 

229.2 

179-2 

513 1 

378.8 

Net income, prior basis 

202.7 

106.3 

2393 

2379 

150.3 

179.2 

552.6 

378.8 

Retroactive restatement lor SFAS No. 109 

345 

— 

60.1 

— 

78.9 

— 

(39.5) 

— 

Net income 

237.2 

106.3 

2994 

237.9 

229.2 

179.2 

513.1 

378.8 

Net income per common share, prior basis 

$ 59 

$ -31 

$ .70 

$ .69 

$ .43 

$ 53 

$ 160 

$ 1 10 

Retroactive restatement for SFAS No 109 

10 

— 

.17 

— 

24 


(12) 

— 

Net income per common share 

$ .69 

f .31 

$ .87 

$ 69 

$ .67 

$ .53 

$ 1.48 

$ 1 10 


Income from continuing operations, net income and related per common share amounts for 1991 have been restated to reflect adoption of SFAS No 109 
"Accounting for Income Taxes" effective Jan 1, 1991 

The fourth quarter pretax 1JFO adjustment was a charge of $6.7 million in 1991 and a credit of $39 7 million in 1990, compared with charges of $18.8 
and $34.0 million for the first nine months of the respective years Fourth quarter 1990 results include a pretax restructuring charge of $264 4 million. 


Common Stock Market Information and Dividend Highlights (unaudited) 



First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 


Year 

dollars 

1991 

1990 

1991 

1990 

1991 

1990 

1991 

1990 

1991 

1990 

Stock price range 

High 

36% 

4174 

4074 

3974 

43(6 

36V, 

39(6 

27% 

43 Vi 

41% 

Low 

2444 

3674 

33 ‘/a 

34 V, 

35% 

24% 

33 

22 

24% 

22 

Close 

35 

39*4 

3774 

36'/> 

38 '/> 

25% 

37% 

25% 

37% 

25% 

Dividends declared 

.50 

50 

.50 

.50 

50 

50 

50 

50 

2.00 

2.00 


Stock price ranges are for transactions reported in a summary of composite transactions for stocks listed on the New York Stock Exchange 
(trading symbol—S >. which is the principal market for the Company's common stock 
The number of registered common shareholders at Feb. 28. 1992 was 340,311. 

In addition to the New York Stock Exchange, the Company's common stock is listed on the following exchanges: Midwest, Chicago; Pacific. 

San Francisco; London. England: Basel, Geneva. Lausanne and Zurich. Switzerland, Amsterdam. The Netherlands; Tokyo, Japan-. Paris, France; and 
Frankfurt. Germany 




















SEARS MERCHANDISE GROUP 


Summarized Statements of Income 


millions 


Year Ended December 51 


1991 

1990 

1989 

Revenues 




Merchandise sales and services 

$28,344.8 

$28,958.8 

$28,824.6 

Credit revenues 

3,088.1 

3.026.9 

2,774.6 

Total revenues 

31,432.9 

31,985.7 

31,599 2 

Costs and expenses 




Cost of sales, buying and occupancy 

19,976.6 

20,181.4 

19.854 7 

Selling and administrative 

8,819.8 

9.281.2 

8.887.2 

Provision for uncollectible accounts 

13*8.7 

621.9 

401 0 

Restructuring 

_ 



Interest 

1,022.4 

1.238.5 

1.324 4 

Total costs and expenses 

30,667.5 

3L587 4 

30,467.3 

Operating income 

765.4 

3983 

1,1319 

Other income « 

45.8 

46.8 

4.4 

Income before income taxes, minority interest and equity income 

811.2 

445 1 

1.136.3 

Income taxes 

337.8 

187.8 

459.4 


473.4 

257.3 

676.9 

Minority interest and equity in net income of unconsolidated companies 

12.9 

.1 

(30.0) 

Group income 

$ 486.3 

$ 257.4 

$ 646.9 

See notes to Consolidated and Sears Merchandise Group summarized financial statements 


Analysis of Operations 

Sears Merchandise Group revenues in 1991 decreased 
$552.8 million or 1.7%, reflecting the impact of the domestic 
and Canadian recessionary economies and the increasingly 
competitive retail environment. Domestic merchandising reve¬ 
nues decreased $335.9 million, 1.3% lower than 1990. Lower 
sales in home fashions and home appliances, areas particu¬ 
larly hard hit by the continuing recession, were partially offset 
by sales increases in automotive, women's apparel, home com 
puters and office equipment. Revenues from domestic credit 
operations increased 2.4%. The increase was principally due to 
higher gross receivables, partially offset by the sale of credit 
accounts through the use of asset-backed securities. Interna 
tional revenues were 6.7% below last year. In 1990, Merchan 
dise Group revenues improved $386.5 million or 1.2%, over 
1989 

Merchandise Group net income increased $228.9 million 
in 1991. Excluding the restaicturing charges taken in 1990, the 
improvement was $73.7 million. Merchandising net income in¬ 
creased $196.9 million, or $53 5 million excluding the 1990 
restaicturing charges. Lower selling and administrative ex 
penses were partially offset by declines in sales and gross mar¬ 
gins. Credit net income increased $63-4 million, primarily due 
to lower interest rates partially offset by an increase in the pro 
vision for uncollectible accounts. International net income de¬ 
creased $43 2 million excluding the 1990 restaicturing charge. 
Results were negatively impacted by the adverse Canadian 
economy. 

In 1990, Merchandise Group income decreased $389 5 mil 
lion. Credit repoaed an increase in net income, while both 
Merchandising and International reported decreases. Merchan¬ 
dising results reflected lower gross margins, higher operating 
expenses and a fourth quarter after-tax restructuring charge of 
$143-4 million. In Credit, the improvement resulted from 
higher revenues and lower interest expense, which were par 
tially offset by an increase in the provision for uncollectible 


accounts. International results were adversely impacted by the 
declining Canadian economy and an after-tax charge of $11.8 
million for Canadian restructuring. 


Merchandising operations in the United States accounted 
for 78.8% of Group revenues in 1991. 


$ millions 


1991 

1990 

1989 

Merchandise sales and services 

$24,757.3 

25,0932 

25.001 9 

Cost of sales, buying and occupancy 

expenses 

$17,344.2 

17.3558 

17,132.0 

Ratio to sales and services 


70 1% 

69.2 

68.5 

Selling and administrative expenses 

$ 

7,219.3 

7,6120 

7,315.7 

Ratio to sales and services 


29.2% 

30.3 

29.3 

Restructuring expenses (net of profit 

sharing benefit) 

$ 

— 

231.2 

— 

Ratio to sales and services 


— 

0.9 % — 

Operating income before restructuring 

$ 

120.1 

49.7 

479.5 

Ratio to sales and services 


0.5% 

0.2 

1.9 

Operating income ( loss ) 

$ 

120.1 

(181.5) 

4795 

Merchandising income before 

restructuring 

$ 

90.4 

36.9 

292 2 

Ratio to sales and services 


0.4% 

0.1 

1.2 

Merchandising income (loss) 

$ 

90.4 

(106.5) 

292.2 

Net sales per square foot (dollars) 

$ 

332 

341 

347 

Merchandise inventories—LIFO basis 

$ 

3,784.7 

3,449 1 

3,617.9 

Merchandise inventories—FIFO basis 

$ 

4,541.5 

4,180.4 

4,354.9 


Merchandising sales and service revenues decreased 
$335.9 million or 1.3% in 1991, compared to an increase of 
$91.3 million or 0.4% in 1990. An analysis of net sales by cate¬ 
gory follows: 



1991 

1990 

1989 

Retail sales and services 

79.5% 

78.8% 

78.9% 

Direct marketing (includes catalog) 

14.2 

153 

16.0 

Specialty 

6.3 

5.9 

5.1 

Total net sales 

100% 

100% 

100% 


































SEARS MERCHANDISE GROUP 


Analysis of Operations continued 

Retail revenues decreased .8% in 1991. compared with an 
increase of .3% in 1990. Sales decreases were reported in 
home appliances and home fashions, areas directly affected by 
the recessionary economy. Higher sales were reported in auto¬ 
motive, women's apparel, home computers and office equip 
ment. Sales gains in automotive reflect the completion of the 
national rollout of the Tire and Auto Center power format 
which emphasizes improved product presentation and a 
broader assortment of national brands Improved sales in 
women's apparel and home computers and office equipment 
were the result of the ongoing rollout of the Women's Store 
power format and Office Centers during 1991. 

In 1992, Retail revenues will be enhanced by an intensely 
focused emphasis on merchandising and quality service, includ¬ 
ing an accelerated rollout of power formats and special sales 
events to provide increased value to the customer. 

Direct Marketing revenues decreased 8.4% in 1991, com 
pared with a decrease of 4.0% in 1990. Direct Marketing reve 
nues are planned to be low'er in 1992 as well, as it pursues a 
more focused strategy to improve profitability. 

Cost of sales, buying and occupancy expenses as a per 
centage to sales increased .9% and .7% in 1991 and 1990. re¬ 
spectively. The current year results reflected the impact of 
higher selling price reductions necessitated by heightened com 
petition and a recessionary domestic economy, higher inven 
tory shrinkage, and a $312 million increase in the LIFO 
charge, partially offset by lower transportation costs. The in 
crease in these costs and expenses in 1990 was primarily the 
result of higher selling price reductions. 

Selling and administrative expenses decreased $392.7 mil 
lion in 1991, to 29.2% of revenues from 30.3% in 1990. Reduc¬ 
tions in nonselling payroll and benefits, distribution costs, and 
advertising were the primary contributors to this improve¬ 
ment. Increased insurance costs were substantially offset by a 
change in maintenance agreement accounting, adopted Jan. 1. 
1990, which resulted in decreases in both revenues and selling 
and administrative expenses in 1991. 

Although cost reduction progress was made in 1991, man¬ 
agement is committed to a continuing cost reduction pro 
gram. Management recendy announced a reorganization of 
the field management reporting structure, resulting in the elim¬ 
ination of 600 jobs and the closing and consolidation of sev¬ 
eral offices; the elimination of approximately 7,000 sales sup 
porting positions in the retail stores as a result of new point 
of sale technology; and changes to commission sales associ 
ates compensation programs; all of which will contribute to 
reduced costs in 1992. Additionally, a benchmarking study is 
underway to optimize the organizauonal structure of the head 
quarters and various field staff offices, which will result in fur 
ther cost reductions. 

In 1990. the ratio of selling and administrative expenses 
to revenues increased 1.0% due to the combined effects of flat 
revenues and higher sales promotion and insurance costs, par 
dally offset by reductions in retail sales support and administra¬ 
tive payroll. 


Restructuring charges in 1990 of $231-2 million reflected 
the anticipated costs of severance programs in the retail sales 
support area and in headquarters, logisucs. catalog and service 
operations. The restructuring charges were the result of a cost 
reduction program primarily designed to streamline support 
operauons. 

In 1991, Merchandising net income increased $196.9 mil¬ 
lion, or $53 5 million when compared with 1990 net income 
before restructuring. Results were positively impacted by reduc¬ 
tions in operating costs partially offset by lower revenues and 
gross margins. A change in maintenance agreement account 
ing increased 1991 after tax earnings by $42.0 million. This 
change had no material impact on 1990 earnings and no mate 
rial impact is expected on 1992 operaung results or in future 
years. In 1990. Merchandising income decreased by $398.7 mil¬ 
lion, the result of flat revenues, higher costs and expenses and 
the restructuring charge. 


Credit operations in the United States contributed the follow 
■ng: 


$ millions 

1991 

1990 

1989 

Finance charge and other revenues 

$ 2,735.2 

2,671 3 

2,462 1 

Interest expense 

f 755.4 

964 3 

1,050.3 

Provision for uncollectible accounts 

$ 781.3 

570.0 

368.4 

Credit income 

$ 3935 

330 1 

288 1 

Credit sales as a percentage of gross 
sales 

57.3% 

592 

58.7 

Discover Card sales as a percentage of 
gross sales 

6.7% 

6.3 

5 9 

Gross customer receivables at Dec. 31 

$20,245 4 

19.541.8 

17.545 6 

Balances sold at Dec 31 

f 7.679 1 

6,040.4 

3.526.3 

Owned customer receivables at Dec. 31 

$12,566.3 

13,501.4 

14,0193 

Average owned receivables 

$12,271 7 

13.1655 

13,188.4 

Average account balance (dollars) 

$ 736 

698 

637 

Net charge-offs to average gross 
customer receivables 

3 09% 

2.42 

1.94 

Gross customer receivables delinquent 
three months or more 

2.93% 

2.29 

1.69 


Credit revenues rose 2.4% in 1991 compared with an 
8.5% increase in 1990. The improvement in both years was 
primarily due to higher gross customer receivables, partially 
offset by the sale of credit accounts through the use of asset 
backed securities. 

The provision for uncollectible accounts rose 37.1% in 
1991 following an increase of 54.7% in 1990. The results for 
both years were adversely affected by a continuing increase in 
delinquent accounts and bankruptcies, along with higher 
gross customer receivables. Lower average interest nues and 
reduced borrowings due to a decrease in owned receivables 
were the key factors causing the 21.7% decrease in interest 
expense in 1991 Lower average interest rates resulted in an 
8.2% decrease in interest expense in 1990. 

Higher credit revenues and lower interest expense more 
than offset the rise in the provision for uncollectible accounts 
and resulted in increases in Credit income of 19.2% in 1991 
and 14.6% in 1990. 








Summarized Statements of Financial Position 


December 31 



1991 

1990 

Assets 



Current assets 



Gish 

$ 104.1 

f 268.3 

Retail customer receivables 

14,037.8 

15,646.9 

less: Allowance for uncollectible accounts and unearned finance charges 

500.4 

416.5 


13,537.4 

15,230.4 

Other receivables 

302.4 

301.8 

Inventories 

4,459.4 

4,074.0 

Prepaid expenses and deferred charges 

568.7 

518.4 

Deferred taxes 

853.3 

418.4 

Total current assets 

19,825.3 

20.811.3 

Property' and equipment 



Land 

324.0 

281.3 

Buildings and improvements 

3,899.2 

3,658.3 

Furniture, fixtures and equipment 

4,082.5 

3,8433 

Capitalized leases 

312.9 

3439 


8,618.6 

8,126.8 

Less accumulated depreciation 

4,254.4 

3,967.8 

Total property and equipment, net 

4,364.2 

4,159.0 

Investments in and advances to unconsolidated companies 

38.5 

29.1 

Other assets 

601.1 

539.6 

Total assets 

$24,829 1 

$25,539.0 

Liabilities 



Current liabilities 



Short term borrowings 

$ 2,501.6 

$ 5,324.4 

Accounts payable and other liabilities 

4,263.7 

4,007,7 

Unearned revenues 

1,147.6 

1.133.8 

Other taxes 

411.7 

372.6 

Total current liabilities 

8,324.6 

10,838.5 

Long term debt and capitalized lease obligations 

8,993.9 

7,746.8 

1 )eferred income taxes 

658.5 

246.9 

Minority interest and other 

332.6 

317.0 

Total liabilities 

18,309.6 

19,149,2 

Capital 

6,5195 

6,389.8 

Total liabilities and capital 

$24,829.1 

$25,539.0 


See notes to Consolidated and Sears Merchandise Group summarized financial statements 


Analysis of Operations continued 

International operations are conducted in Canada and Mex 
ico. Revenues of International operations translated to U S. dol¬ 
lars totaled 13-94 billion in 1991, compared with $4.22 billion 
in 1990. In Canadian dollars, Sears Canada revenues decreased 
10.5% in 1991. compared with an increase of .1% in 1990. Cur 
rent year Canadian sales were adversely affected by a recession 
ary economy and a value-added tax, enacted Jan. 1, 1991 The 
reduction of the selling price of merchandise affected by the 
value added tax accounts for approximately one-third of the 
1991 revenue decrease, resulting in a comparable decrease of 
7.4%, Due to favorable foreign currency' translation adjust¬ 
ments, Sears Canada revenues in U.S. dollars decreased 8.8% 
in 1991, compared with an increase of 1.3% in 1990. Revenues 
of Sears Mexico in U.S. dollars were $368.7 million in 1991, 
compared to $305.6 million in 1990, an increase of 20.6%. 


Gross margins and selling and administrative expenses in 
1991 were relatively flat although both Sears Canada and Sears 
Mexico experienced a significant increase in store preopening 
costs. Sears Canada opened 10 new stores including seven ac¬ 
quired from Hudson Bay. In Mexico five new stores were 
opened during the year. 

International net income was $2.4 million in 1991, com 
pared with $33-8 million in 1990. The decrease in net income 
was primarily the result of lower Canadian revenues. Net in 
come for 1990 was $32.8 million lower than in 1989 reflecting 
Canadian pretax restructuring charges of $33.2 million for sev 
erance benefits, lower gross margins and higher operating 
costs. 

























SEARS MERCHANDISE GROUP 


Summarized Statements of Cash Flows 


millions Year Ended December 31 



1991 

1990 

1989 

Cash flows from operating activities 

Group income 

Adjustments to reconcile group income to net cash provided by operating activities 

$ 486.3 

f 25^ * 

i 6*69 

Depreciation, amortization and other noncash items 

484.3 

**()0 

*22.0 

Gains on sale of property and investments 

(42.6) 

1 15.3) 

(288) 

Provision for uncollectible accounts 

8*8.7 

621.9 

401.0 

Change in deferred taxes 

(20.4) 

(53“ T 1) 

(929) 

Decrease (increase) in retail customer receivables 

846.8 

128* 7) 

( 1.467.2) 

Decrease (increase) in merchandise inventories 

(386.4) 

2 7 8 1 

(629.1) 

Change in net other operating assets and liabilities 

222.4 

138 0 

3593 

Net cash provided by (used in) operating activities 

2,439-1 

904.3 

(388.8) 

Cash flows from investing activities 

Net purchases of property and equipmeni 

(698.0) 

(789,7) 

(519.6) 

Net sales ol investments 

*8.5 

6.1 

333 

Net cash used in investing activities 

(6*95) 

(783 6) 

(486.3) 

Cash flows from financing activities 

Net increase (decrease) in long term debt 

675.8 

58* 3 

(477.6) 

Net increase (decrease) in short term borrowings, primarily 90 days or less 

(2,271.8) 

(770.8) 

1,226.6 

Dividends paid to Coiporate 

(199.3) 

(238.5) 

( 137.5) 

Net capital transfers (to) from Corporate 

(159.1) 

234.8 

2135 

Net cash provided by (used in) financing activities 

(1,954.4) 

(190.2) 

825.0 

Effect of exc hange rate changes on cash 

.6 

(2.6) 

(19) 

Net decrease in cash 

$ (164.2) 

$ (72.1) 

t (520) 

Cash at beginning of year 

$ 268.3 

$ 3*0.4 

I 392.4 

Cash at end of year 

$ 104.1 

S 268.3 

t 340.4 


See notes to Consolidated and Sears Merchandise Group summarized financial statements 


Analysis of Financial Condition 

Liquid assets consisting primarily of retail customer receiv¬ 
ables and inventories comprised 76% of Merchandise Group's 
assets at Dec. 31. 1991. Gross customer receivables at Dec 31. 
1991 of $22.37 billion were geographically diversified through 
out all 50 states. Canada and Mexico. An asset securitization 
program was undertaken in 1988 for domestic customer receiv¬ 
ables under which $9.25 billion of credit account pass through 
certificates have been issued. In December 1991. Sears Canada 
commenced an asset securitization program, under which 
$651.1 million of credit accounts were securitized. 

Inventories are valued primarily using the last in, first out 
(LIFO) method. If inventories had been valued using the first 
in. first out (FIFO) method instead of LIFO, inventories would 
have been $756.8 million higher at Dec. 31. 1991. 

Net cash generated from operating activities was $2.44 bil 
lion in 1991 compared with $904.3 million in 1990. The in 
crease was primarily due to reductions in owned receivables 
and a smaller change in deferred taxes, partially offset by an 
increase in inventory' levels. In 1990. the results reflected the 
impact of reduced inventory levels anti owned receivables, par 
tially offset by a reduction in deferred taxes. 

Cash provided by current year operations was used primar 
ily to purchase additional property' and equipment and to re 
duce debt. During 1991, 25 department stores were opened, 

13 in new markets and 12 relocations In 1990, cash provided 
by operations was used primarily to purchase additional prop 
erty and equipment and to reduce debt. 


Domestic stores in operation at the end of the year are 
summarized below: 



1991 

1990 

1989 

Department stores 

868 

863 

8*7 

Paint and Hardware stores 

97 

98 

107 

Catalog outlet stores 

94 

101 

105 

Western Auto 

548 

504 

*68 

Eve Care Centers of America 

102 

94 

10* 

Business Centers 

53 

65 

61 

Pinstripes Petites 

40 

40 

39 

Honielife stores 

22 

5 


Total 

Gross square feet (millions) 

1.82* 

1298 

1.770 
127 9 

1.731 
126 0 


In addition to the units listed above, Direct Marketing op 
erates 33 catalog sales offices, supervises 2,178 independent 
sales merchanLs and operates 10 telecatalog centers which of 
fer nationwide toll free service for incoming catalog orders. 
Furthermore, there are 1,102 other units in operation which 
perform miscellaneous sales and service functions. 

Planned capital expenditures for 1992 for domestic opera 
tions are estimated at $515 million, excluding expenditures for 
the new Merchandise Group headquarters in Hoffman Estates 
Approximately $53 million will be used for 14 new and relo 
cated department stores. The balance of planned expenditures 
is for the upgrade of merchandise presentation, expansion of 
specialty stores, normal replacement of operating equipment, 
data processing equipment and distribution modernization 
Planned capital expenditures will be financed primarily by cash 
from operating activities. 





















Notes to Summarized Financial Statements 

Summary of significant accounting policies 


Basis of presentation 

The summarized financial statements of Sears Merchan¬ 
dise Group include domestic and international merchandising 
and customer credit operations. The International operations 
consist of Sears Canada and Sears Mexico, which are 62.6% 
and 1(X)% owned, respectively. 

Allowance for uncollectible accounts and recourse 
liability for sold accounts 

The allowance for uncollectible accounts is established 
through a provision charged to expense. Accounts are 
charged against the allowance when management believes 
that collectibility is unlikely. The allowance is management’s 
estimate of the future uncollectibility of existing accounts. Fac¬ 
tors such as prior account loss experience, changes in the vol¬ 
ume of the account portfolio and overall portfolio quality are 
considered in determining the adequacy of the allowance. 

When receivables are sold with limited recourse (as 
described further in note 11 to the consolidated financial 
statements), the portion of the allowance for uncollectible 
accounts pertaining to such receivables is transferred to a 
recourse liability at the date of sale. The adequacy' of the 
recourse liability is analyzed in the same manner as the allow' 
ancc for uncollectible accounts. Charges to expense for the 
recourse liability are made through the provision for uncollect 
ible accounts. 

Retail customer receivables 

Retail customer receivables shown in the Dec. 31, 1991 
Statement of Financial Position include approximately $5.4 bil 
lion of domestic accounts and $453 8 million of foreign ac¬ 
counts which w'ill not become due within one year. These 
receivables are expected to earn finance charge revenue at an 
nual percentage rates ranging from 8.5% to 21.0% for the do¬ 
mestic accounts and 28.8% for the Canadian accounts. 

Maintenance agreements 

In December 1990, the Financial Accounting Standards 
Board issued Technical Bulletin 90 1, “Accounting for Sepa¬ 
rately Priced Extended Warranty and Product Maintenance 
Contracts." The Technical Bulletin requires revenue and acqui 
sition costs for such contracts to be deferred and amortized 
into income over the contract period on a systematic basis. 


Inventories 

Inventories of domestic operations are valued primarily at 
the lower of cost (using the last in, first out-LlFO method) or 
market by application of internally developed price indices to 
estimate the effects of inflation in inventories at their cost value. 

The LIFO adjustment to cost of sales w r as a charge of 
$25.5 million in 1991, compared with credits of $5.7 and $6.6 
million in 1990 and 1989, respectively. Partial liquidation of 
inventories valued under the LIFO method in all three years 
resulted in credits of $13-3, $28.1 and $25.0 million in 1991, 
1990 and 1989, respectively. If the first-in, first out (FIFO) 
method of inventory valuation had been used instead of the 
LIFO method, inventories would have been $756.8 and $731.3 
million higher at Dec. 31, 1991 and 1990, respectively. 

Inventories of International operations, Western Auto and 
Puerto Rico, which represent approximately 18.1% of Group 
inventories, are stated at the lower of cost (FIFO basis) or 
market. 

Debt and related interest expense 

Group debt includes borrowings by International sub 
sidiaries in their respective countries. The debt of the domes¬ 
tic operations used to fund customer receivables is legally the 
responsibility of Sears, Roebuck and Co., SRAC or SOFNV, and 
amounted to $9.3 and $10.6 billion at Dec. 31. 1991 and 1990. 
respectively. Allocation of short-term and long term debt is 
based on the proportionate composition of the pooled Corpo¬ 
rate debt, and interest expense on the average debt outstand 
ing is charged at a rate equal to the average cost of all funds 
borrowed by Sears, Roebuck and Co., SRAC and SOFNV. 






ALLSTATE INSURANCE GROUP 


Summarized Statements of Income 


millions 


Year Ended December 31 


1991 

1990 

1989 

Revenues 

Property liability insurance premiums earned 

$15,147.0 

$14.280 5 

$13,1330 

Life insurance premium income and contract charges 

1,196.9 

1.166 1 

1.211.5 

Investment income, less investment expense (note 1) 

3,001.4 

2.5 7 1 3 

2,235.2 

Realized capital gains 

4.9 

181 2 

223.4 

Total revenues 

19,350.2 

18,199.1 

16,8031 

Costs and expenses 

Property liability insurance claims and claims expease 

12,574.6 

12,198.8 

10.873 6 

Life insurance policy benefits 

2,121.6 

1.827.2 

1.6537 

Policy acquisition costs (note 2 ) 

3,041.1 

2,870,3 

2.678.8 

Other operating costs and expenses 

1,074.2 

999.3 

912.2 

Total costs and expenses 

18,811.5 

17.895 6 

16,118,3 

Income before income taxes, equity income (loss) and minority interest 

Income tax benefit 

538.7 

303 5 

684.8 

Current operations 

(183.4) 

(250 8) 

(131.5) 

Fresh start adjustment from the Revenue Reconciliation Act ol 1990 

— 

(1390) 



722.1 

693.3 

816.3 

Equity in net income (loss) of unconsolidated companies and minority interest 

.4 

(2.5) 

(ID 

Income from continuing operations 

722.5 

690.8 

8152 

Discontinued operations—gain on disposal, net of tax expense of $5.5 

— 

10.5 


Group income 

$ 722.5 

$ 701.3 

$ 815.2 


See notes to Consolidated and Allstate Insurance Group summarized financial statements 


Analysis of Operations 

Allstate Insurance Group revenues increased $1.15 billion 
or 6.3% in 1991 following a $1.40 billion increase in 1990. 
Group income increased 30.9% to $722.5 million compared 
with income from continuing operations of $551.8 million be 
fore a one-time tax benefit of $139 million for 1990. Improve¬ 
ments in property liability underwriting results and investment 
income more than offset a decrease in realized capital gains. 
Income for 1990 of $701.3 million included the one time tax 
benefit from the Revenue Reconciliation Act of 1990 and a 
$10.5 million adjustment of reserves from discontinued group 
life health operations. 

Property-Liability Operations 

Premiums written increased 3 8% in 1991 compared with 
an 8.9% increase in 1990. During 1991, Allstate changed its 
method of recording premiums written to be consistent with a 
change in regulatory accounting, causing a one-time reduction 
of $211.7 million for the year. If the former method had been 
continued, premiums written would have increased 5.3% for 
1991 This change did not affect premiums earned or net in 
come. Growth in average premiums generated approximately 
60% of the increase in premiums written before the adjust 
ment and higher unit sales contributed 40%. Premiums earned 
for the property liability operations increased $866.5 million 
or 6.1% to $15. IS billion for 1991 compared with 1990. Per 
sonal lines accounted for 93% of Allstate's property liability 
business in 1991 


Supplementary income statement information: 


$ millions 

1991 

1990 

1989 

Premiums written 

$15,261 8 

14,096 1 

13,490.1 

Premiums earned 

$15,147.0 

14,2805 

13,1.33.0 

Claims and claims expense 

$12,574 6 

12,198 8 

10,8736 

Claims and claims expense ratio 

83.0% 

85.4 

82.8 

Underwriting expenses 

$ 3,705.5 

3,500.6 

3.241 4 

Underwriting expense ratio 

24.5% 

24.5 

24.7 

Underwriting loss 

$l 1.133 1) 

(1.418.9) 

(982 0) 

Combined ratio 

107.5% 

109.9 

1075 

Investment income, less expense 

$ 1.397.2 

1,296.9 

1.252 0 

Realized capital gains, after tax 

$ 24.9 

1098 

1318 

Income tax benefit on operations 
(excluding tax on realized 
capital gains) 

$ (267.5) 

(394.9) 

(280.1) 

Fresh start tax benefit 

$ 

(139.0) 

— 

Net income 

$ 556.9 

5169 

653 9 


Property-liability premiums earned 

(millions) 


91 

$10,946 2,484 1,717 

90 

$10,294 2,304 1,682 

89 

$9,371 2,134 1,628 

Passenger Auto 

Homeowners Other 



















Analysis of Operations continued 


Recently, the automobile insurance industry has been un 
der pressure from certain state regulators and legislators to re 
duce, freeze or set premiums at levels that do not correspond 
with underlying costs. This activity has adversely affected prof¬ 
itability since the increased costs of litigation and medical treat¬ 
ment, combined with rising automobile repair costs, continue 
to drive up the price of providing automobile insurance cover 
age. Although the breadth of this activity has diminished, man¬ 
agement expects adverse legislative and regulatory activity' to 
continue in a limited number of states which threaten to place 
constraints on .Allstate's ability' to price automobile insurance 
coverage to reflect its underlying cost and to provide for rea 
sonable levels of profitability-. 

Allstate believes that the law of the United States, and of 
essentially all states, generally assures that a regulated insurer 
must be granted the opportunity to earn a fair and reasonable 
return from its automobile insurance business. Allstate will con¬ 
tinue to vigorously pursue relief from adverse government ac 
tions through the regulatory administrative processes and in 
the courts. As described in note 4, the financial impact of this 
changing environment on Allstate’s future results of opera 
tions is not presently determinable but is not expected to 
have a material impact on liquidity- or capital resources. 

In September 1991, Allstate filed with the New' Jersey In 
surance Commissioner a plan for the gradual and orderly with¬ 
drawal from the property- liability' insurance market in the state 
of New Jersey over a period of time that could extend beyond 
the next five years. The plan is subject to approval by the New- 
Jersey Department of Insurance. Property' liability' insurance 
premiums earned in New Jersey amounted to approximately 
3-4% of total premiums earned for 1991. .Allstate believes that 
implementation of the withdrawal plan will have a favorable 
impact on future underwriting results. 

Property liability insurance underwriting losses improved 
as Allstate’s combined ratio returned to 107.5% in 1991 after 
the ratio rose to 109.9% in 1990 from 107.5% in 1989. Under 
writing losses decreased to $1.13 billion in 1991 compared 
with $1.42 billion in 1990 which was a $436.9 million increase 
from 1989. Most of the underwriting improvement is due to 
favorable trends in the number of claims reported and in¬ 
creased average premiums which were partially offset by con¬ 
tinuing increases in average claim costs for auto injury cover¬ 
ages and less favorable results in homeowners’ coverages. Per¬ 
sonal lines of business produced improved results despite ex¬ 
tremely high catastrophe losses in 1991. Catastrophe losses for 
the last three years have been well in excess of historical 
trends. Improvements in current operations of commercial 
lines of business were more than offset by upward develop¬ 
ment of losses for prior years. 

Pretax net investment income increased $ 100.3 million or 
7.7% in 1991 compared with a $44.9 million increase in 1990. 
Improvement in investment income followed improved cash 
flow' from insurance operations in spite of low'er interest rates 
in the current period. Realized capital gains after tax were 
$24.9 million in 1991 compared with $109.8 million in 1990. 

Income increased to $556.9 million in 1991 compared 
with $377.9 million before the fresh start benefit in 1990, and 
$653-9 million in 1989. Underwriting losses stabilized in 1991 
to levels consistent with 1989 and prior years, following unusu 
ally high underwriting losses in 1990. .Also, prior years in 
volved substantially more capital gains than the current year. 


Life Operations 

Life insurance statutory premiums from continuing opera¬ 
tions, w'hich includes premiums and deposits received for all 
products, remained level in 1991 compared with 1990. Most 
lines of business increased during 1991, except for individual 
annuity' product premiums which decreased from high levels 
in 1990 that were generated by rollovers of annuity- funds 
from other companies. Under generally accepted accounting 
principles, premium income and contract charges, w'hich are 
significantly influenced by the type of products sold, increased 
$30.8 million in 1991 following a $45.4 million decrease in 
1990. 


Supplementary income statement information: 


millions 


1991 

1990 

1989 

Statutory premiums from continuing 





operations 

$4,221.5 

4.251.9 

3.275.7 

Premium income and contract charges 

$1,1969 

1.166.1 

1.211.5 

Investment income, less expense 

$1,604.2 

1.274.4 

9832 

Realized capital gains (losses), after tax 
Income taxes on operations (excluding tax 

$ 

(21.7) 

9.8 

15.6 

on realized capital gains (losses)) 

$ 

82.4 

82.5 

72.6 

Income from continuing operations 

$ 

165.6 

173.9 

161.3 

Discontinued operations 

$ 

— 

10.5 

— 

Net income 

$ 

165.6 

184.4 

161.3 


A principal measure of growth of the life operations is 
the increase in assets under management w'hich are the invest 
ments Allstate has made with the proceeds from the sale of 
investment-oriented products. Assets under management grew 
24.7% in 1991 and 39.6% in 1990 to reach $16.45 billion at 
Dec. 31, 1991. Continued strong growth of assets under man¬ 
agement is the major factor w'hich caused investment income 
to grow to $1.60 billion in 1991 or 25.9% after a 29 6% in 
crease in 1990. 


Assets under management 

(millions) 



Income from continuing operations w'as $165.6 million in 
1991 compared with $173.9 million in 1990 and $161.3 mil¬ 
lion in 1989. The decrease in 1991 net income was caused by 
a reduced level of capital gains. Realized capital losses, after 
income taxes, were $21.7 million in 1991 compared w'ith real¬ 
ized capital gains of $9.8 million in 1990. The change resulted 
from net losses on the high yield bond and commercial mort 
gage loan portfolios of $68.3 million in 1991 compared to 
$15 2 million in 1990. 











Summarized Statements of Financial Position 


millions 


December 31 


1991 

1990 

Assets 



Investments (note I) 



Bonds and redeemable preferred stocks, at amortized cost (market $27,220.3 and $22,397 1) 



State and municipal 

$15,112.3 

$13,576.8 

Other 

10,239-4 

8.444.5 


25,351.7 

22,021.3 

Mortgage backed securities (market $4,905.8 and $3,712.1) 

4,534.0 

3.6314 

Mortgage loans 

3,862.8 

3,217.3 

Common and preferred stocks, at market (cost $2,876.9 and $2,421.8) 

3,416.5 

2.374.4 

Short term 

860.6 

1,495.8 

Other 

835.5 

769.7 

Total investments 

38,861.1 

33,509.9 

Premium installment receivables 

1,793.6 

1,727.2 

Deferred policy acquisition costs (note 2) 

1,422.3 

1,235.4 

Property and equipment, net 

9-48.0 

842.5 

Accrued investment income 

669.2 

613 0 

Investments in unconsolidated companies 

118.1 

117.5 

Deferred income taxes 

618.3 

494.8 

Cash 

217.4 

96.8 

Other 

1,127.8 

1.313 2 

Total assets 

$45,775.8 

$39.9503 

Liabilities 



Reserve for property liability insurance claims and claims expense (note 3) 

$12,426.3 

$11,376.3 

Reserve for life insurance poliev benefits 

17,787.7 

14,367.9 

Unearned premiums 

5,094.2 

5,006.0 

Claim payments outstanding 

373.7 

342.9 

Other liabilities and accrued expenses 

1,942.9 

1,730.5 

Total liabilities 

37,624.8 

32,8236 

Capital (note 1) 

8,151.0 

7,126.7 

Total liabilities and capital 

$45,775.8 

$39,950.3 


See notes to Consolidated and Allstate Insurance Group summarized financial statements 


Analysis of Financial Condition 

Allstate's investment strategy combines the elements of 
safety, stability, growth and liquidity in a manner which maxi 
mizes the benefits to the policyholder. Preservation of princi¬ 
pal is safeguarded through quality and diversification of the 
portfolio. Such diversification provides the balance necessary 
to maintain predictability of income, growth of long-term capi 
tal and surplus and a strong liquidity position. 

Total assets and investments both increased approximately 
15%, in proportion to the increase in premiums and annuity 
deposits. As of Dec. 31, 1991 and 1990, Allstate's investments in 
bonds and redeemable preferred stocks were $25.4 and $22.0 
billion, respectively, representing 65% and 66% of total invest 
ments. The market value of the bonds and redeemable pre¬ 
ferred stocks rose $1.49 billion in 1991 increasing the unreal 
ized gain to $1.87 billion at the end of 1991 front $375-8 mil¬ 
lion at the end of 1990. 

Allstate's investment in common and nonredeemable pre¬ 
ferred stocks at cost increased by $455.1 million or 18.8% in 
1991. combined with an increase in unrealized capital gains of 
$587.0 million, resulting in net growth of 43-9%. The stock 
portfolio experienced the greatest rate of growth of any single 
type of investment during the year. 

Property-Liability Investments 

State and municipal tax-exempt bonds comprise 74% of 
the property' liability investment portfolio as shown in the 


Property-Liability Investments 

a! Dec 31. 1991 *20 4 billion 



chart above. Approximately 98% of these state and municipal 
bonds are rated investment grade. These ratings are deter 
mined by Standard & Poor's or Moody’s or, in the case of the 
nonrated issues (1894 of the total). by comparable National 
Association of Insurance Commissioners Security Valuation 
Office ratings. At Dec. 31, 1991, the municipal bond portfolio 
includes nonperforming bonds approximating one-tenth of 
1% of the total portfolio. The average quality rating of this 
bond portfolio was A+ at Dec. 31, 1991. 

Property-liability funds are also invested in common 
stocks for their high potential for long term growth and re 
turn. Because this portfolio has generated the highest overall 
return for the last nine years, more funds were committed to 
this sector in 1991. Most of the equity portfolio is devoted to 
blue chip stocks and a significant percentage is devoted to 
small and mid-capitalization stocks. 


















Summarized Statements of Cash Flows 




millions 


Year Ended December 31 


1991 

1990 

1989 

Cash flows from operating activities 

Group income 

Adjustments to reconcile group income to net cash provided by operating activities 
Depreciation, amortization and other noncash items 

Gains on sales of property and investments 

Increase in insurance reserves 

Change in deferred taxes 

Change in net other operating assets and liabilities 

$ 722.5 

76.4 

(4.8) 

1,902.0 

(323.2) 

178.4 

t 701.3 

69.5 

(181.2) 

2,004.8 

(2638) 

2434 

t 815.2 

106.3 

(223.4) 
1,470.4 

(65.0) 

(177.4) 

Net cash provided by operating activities 

2,551.3 

2,574.0 

1,926.1 

Cash flows from investing activities 

Proceeds from sales and maturities of investments 

Purchases of investments 

Collections on mortgage backed securities and mortgage loans 

Purchases and originations of mortgage backed securities and mongage loans 

Net change in short-term investments 

Net purchases of property' and equipment 

4,754.1 

(8,459-0) 

828.5 

(2,390.9) 

635.2 

(256.5) 

2.974.1 

(6.054.6) 

312.9 

(1,993-3) 

(354.7) 

(224.2) 

2.990.8 
(5,161.5) 
182.7 
(1,749-5) 
303.6 
(1811) 

Net cash used in investing activities 

(4,888.6) 

(5,339.8) 

(3.6150) 

Cash flows from financing activities 

Payments received under investment contracts 

Interest credited to investment contracts 

Payments on maturity of investment contracts and other charges 

Dividends paid to Corporate 

2,914.9 

911.0 

(1,258.1) 

(109.9) 

2,898.1 

707.9 
(708 4) 
(108.4) 

1,924.0 

512.3 

(500.0) 

(330.0) 

Net cash provided by financing activities 

2,457.9 

2,7892 

1,606.3 

Net increase (decrease) in cash 

$ 120.6 

$ 23-4 

* (82.6) 

Cash at beginning of year 

$ 96.8 

$ 73.4 

$ 156.0 

Cash at end of year 

$ 217.4 

$ 96.8 

t 73.4 

See notes to Consolidated and Allstate Insurance Group summarized financial statements 


Analysis of Financial Condition continued 


Life Investments 

Allstate Life’s investment policy places an emphasis on 
the matching of assets with related liabilities while also main¬ 
taining a strong liquidity position. To achieve an economic bal 
ance between assets and liabilities, the investment portfolios 
are segmented by the type of insurance product. 

This strategy' places over 95% of the Life portfolio in fixed 
income securities which include publicly traded bonds, pri¬ 
vately placed bonds, mortgage backed securities, mongage 
loans and high yield bonds to suppon the investment 
oriented product lines. Publicly traded investment grade corpo¬ 
rate bonds are purchased to be held to maturity. The average 
quality' rating is a solid A, and 40% are invested in utilities. In 
addition, Allstate’s professional investment managers have the 
capability to evaluate and invest in private placement bonds 
which have comparable investment quality' as public securities 
but offer higher yields. The overall quality' rating of the private 
placement portfolio is A—. 

Life Investments 

at Dec 31. 1991 tlH.5 billion 


Publicly Traded 
Bonds\ 
19"., 


Mi irtgage-Backcd 
Securities 
23 % 



Mortgage Loans 
20 % 


During the last several years, mortgage backed securities 
have grown to the second largest category' of investment in 
the Life portfolio. Most of the issues are government agency 
securities and almost all are AAA credit quality'. At the same 
time, .Allstate’s commitment to mortgage loans has also grown 
through commercial mortgages. These are investment grade 
first mortgages on completed commercial properties located 
in the top 50 major metropolitan areas. By adhering to strict 
underwriting guidelines, Allstate has limited nonaccrual and 
restructured loans to 3-1% of the portfolio at Dec. 31, 1991 

A portion of the portfolio is invested in high-yield bonds 
providing extra income and expected yield to offset the higher 
expected credit risk. Allstate has implemented a strategy' to min 
imize the risk of these investments by spreading the portfolio 
over 30 industry' categories and 150 different companies with 
no more than a $15 million exposure to a single issuer. Most 
importantly, an issuer's credit strength is monitored continu 
ousiy while the investments are held. The high yield bond hold 
ings are expected to decline in the future. 

Cash Flow 

.Allstate generates substantial positive cash flows front op 
erating activities. The primary sources of cash flow are insur 
ance premiums, annuity' deposits, investment income and the 
maturity and sale of investments. Most insurance premiums 
and deposits are received in advance of the time when claims 
and policy-holders benefits are paid. The resulting cash flow is 
invested until required for operations. 
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Insurance operations typically do not require significant 
amounts of operating assets. .As a result. Allstate has no debt 
or capital lease obligations. The long term liquidity require 
ments of insurance companies are influenced by product mix 
and the interest rate environment 

New funds from operations and financing totaled $5.01 
billion for 1991 compared with $5.36 billion in 1990. The 
property-liability share of the funds increased to $1.88 billion 
in 1991 from $1.45 billion for 1990. Cash from underwriting 
operations increased primarily because losses paid decreased 


in line with the decrease in the underwriting loss. Life opera 
tions continue to provide the largest portion of the funds with 
$3 13 billion in 1991. down from $3 91 billion in 1990 due 
primarily to reduced levels of individual annuity rollovers 
from other companies. 

The net change in cash and short term investments 
showed a decrease of $514.6 million in 1991 after a $378.1 
million increase in 1990 Generally, Allstate kept available 
funds more fully invested in 1991 as potential growth opponu 
nities arose in the securities markets and short term yields be- 
came less attractive. 


Notes to Summarized Financial Statements 

Summary of significant accounting policies 
Basis of presentation 

The summarized financial statements of Allstate Insurance 
Group include property liability insurance, life insurance and 
adjunct business operations such as Allstate Motor Club. 

The financial statements have been prepared on the basis 
of generally accepted accounting principles which vary from 
statutory accounting principles prescribed or permitted by reg 
ulatory authorities. On a statutory basis, capital of the proper 
ty liability operations was $5.4 and $4.7 billion and capital of 
the life operations was $900.3 and $800.4 million at Dec. 31, 
1991 and 1990, respectively. Statutory net income of the prop 
erty liability operations was $172.9 million and $19.6 million 
and statutory net income of the life operations was $139.6 mil 
lion and $150.1 million in 1991 and 1990, respectively 

Investments 

Bonds, redeemable preferred stocks and mortgage 
backed securities are carried at amortized cost and are in¬ 
tended to be held to maturity; mortgage loans are carried at 
the outstanding principal balance, net of unamortized pre 
mium or discount; other preferred and common stocks are 
carried at quoted market values; short term investments are 
carried at cost; other investments, which include real estate, 
are primarily accounted for by the equity' method. 

The difference between cost and market value of com¬ 
mon and nonredeemable preferred stocks, less deferred in 
come taxes and minority interest, is reflected in capital. Real¬ 
ized capital gains and losses are determined on a specific iden 
tification basis 

Property-liability insurance 

Premiums are deferred and earned on a pro rata basis 
over the terms of the policies. Certain costs of acquiring insur 
ance business, principally agents' compensation and premium 
taxes, are deferred and amortized to income as premiums are 
earned. 

The reserve for claims and claims expense is an accumula 
tion of the estimated amounts, net of estimated salvage and 
subrogation recoveries, necessary to settle outstanding claims, 
based upon the facts in each case and Allstate’s experience 
with similar cases. These estimates are continually reviewed 
and updated .Any resulting adjustments are reflected in cur 
rent operations. 

Life insurance 

Premiums for traditional life and disability' insurance are 
recognized as revenue when due. Revenues on universal life 


type contracts are comprised of contract charges and fees 
which arc recognized when assessed against the policyholder 
account balance. Investment contraccs do not involve substan 
tial risk of policyholder mortality and the payments received 
under such contracts are recorded as interest bearing liabilities. 

Policy benefit reserves for traditional life and disability 
are computed cm the basis of assumptions as to future invest 
ment yields, mortality', morbidity and expenses. These assurnp 
tions. which for traditional life are applied using the net level 
premium method, include provisions for adverse deviation 
and generally vary by such characteristics as plan, year of is 
sue and policy duration. Policy benefit reserves for universal 
life-type contracts are established using the retrospective de¬ 
posit method. Under this method, liabilities are equal to the 
account balance that accrues to the benefit of the policy¬ 
holder. 

Certain costs of acquiring insurance business, principally 
agents’ compensation, certain underwriting costs and direct mail 
solicitation expenses, are deferred and amortized to income in 
proportion to the estimated revenues on such business. For uni 
versal life-type and investment contracts, the costs are amortized 
in relation to the estimated profits on such business. 

Related party' transactions 

Insurance premiums include transactions with Sears, 
Roebuck and Co. and other affiliates. The effect on Group 
revenues and income is not material. 

1. Investments 


Investment income by category of investment was as 
follows: 


millions 

Year Ended December 31 


1991 

1990 

1989 

Bonds and redeemable preferred stocks 




State and municipal 

f 1,164.0 

$1,087.1 

$ 1.028 9 

Other 

891 5 

740.2 

595 4 


2.OSSS 

1,827 3 

1.624.3 

Mongage backed securities 

398 9 

298 2 

226 3 

Mongage loans 

358.2 

277.9 

200.8 

Common and preferred stocks 

80 7 

735 

84 9 

Shon term 

124.2 

139 2 

133 1 

Other 

24.3 

9.2 

17.2 

Investment income, before expense 

3.041.8 

2,625 3 

2,286.6 

Investment expense 

40.4 

54.0 

51.4 

Investment income, less investment 




expense 

$3,001.4 

$2.5^ 1 3 

$2,235.2 













Notes to Summarized Financial Statements continued 


At Dec. 31, 1991, the carrying value of all investments, 
excluding common and preferred stocks, that were non 
income producing during 1991 was $86.3 million. 

Realized capital gains (losses), less income taxes, and 
changes in unrealized net capital gains, less applicable tax 
effect and minority interest, for bonds and stocks were as 
follows: 


millions Year Ended December 31 



1991 

1990 

1989 

Bonds and redeemable preferred stocks 

Realized 

i 12 .4 

* (.4) 

$ (2.7 

Change in unrealized 

9853 

(245.3) 

355.7 

Common and preferred stocks 

Realized 

32.4 

120.3 

160.2 

Change in unrealized 

378.4 

(267.9) 

85.0 


Unrealized capital gains and losses on common and pre¬ 
ferred stocks included in capital at Dec. 31, 1991 w'ere as 
follows: 


Net 

„ ,, ... Unrealized 

Gross Unrealized f . . 

millions Cost Value 

Gains (Losses) 

(Losses) 

Common and 

preferred stocks 12,876.9 $3,416.5 

$656.6 5(117.0) 

$ 539.6 

Deferred income tax and other 


(174.2) 

Total 


$ 365.4 

2. Deferred policy acquisition costs 

Policy acquisition costs deferred and amortized to 
come were as follows: 

in- 

millions 

Year Ended December 31 


1991 1990 

1989 

Costs deferred and amortized 

Amount deferred 

Amount amortized to income 

$2,006.7 $1,908.6 
1,819.8 1,746.1 

$1,726.7 

1,581.2 


3- Reinsurance 

Allstate assumes and cedes insurance to participate in the 
reinsurance market, limit maximum losses and minimize expo¬ 
sure on large risks. Reinsurance ceded arrangements do not 
discharge Allstate as the primary insurer. 

Reserves for insurance claims and policy benefits are shown 
net of amounts recoverable from other insurers of $1.4 billion 
at Dec. 31, 1991 and 1990. Insurance premiums assumed to¬ 
taled $781.7 and $906.3 million in 1991 and 1990, respective¬ 
ly. Insurance premiums ceded totaled $428.8 and $403.3 mil¬ 
lion for the same periods. Amounts recoverable from pools, 
associations and facilities on reported losses at Dec. 31, 1991 
are $325.6 million. No amount recoverable from any one rein¬ 
surer is in excess of $105 8 million at Dec. 31, 1991 

4. Pending legal proceedings 

Various regulatory' and legal actions are currently pending 
involving Allstate and specific aspects of the conduct of busi 
ness in certain states. The following is a summary of the more 
significant proceedings. 


On Nov. 8, 1988 California voters approved Proposition 
103. which called for certain changes in the insurance busi 
ness in the state and for significant rate reductions ("rollback 
provision”) on policies written from Nov. 8, 1988 through 
Nov. 7, 1989. In the more than three years that have followed, 
various aspects of this consumer initiative have been tested in 
the courts, all of which have failed to produce any legally man¬ 
dated policyholder refunds. 

The California Supreme Court upheld most of Proposi¬ 
tion 103, however, the Court also ruled that insurers be permit¬ 
ted the opportunity to earn a fair and reasonable rate of re¬ 
turn. During 1989 and 1990, the Insurance Commissioner of 
the State of California undertook a number of administrative 
actions aimed at facilitating the adjudication of refund liabili 
ties, but no refund order ever was issued to Allstate from that 
process. 

In January 1991, the newly elected Commissioner issued 
a set of regulations purportedly implementing the rollback pro¬ 
vision of Proposition 103. These regulations are also being le 
gaily challenged by the insurance industry. On Oct. 16, 1991, 
the Commissioner issued an order pursuant to those regula¬ 
tions contending that Allstate be required to refund premiums 
and interest of $243.7 million. 

The Superior Court of California has ruled that, before 
any order requiring rollbacks to be paid may lawfully be final¬ 
ized, each individual insurer must be granted its due process 
right to a company-specific hearing as to whether any rollback 
liability' exists, given the circumstances of the particular insur¬ 
er. Management believes that its rates and practices have been 
proper, that its position will ultimately be upheld by the 
courts, and that it will not be required to refund monies to 
California policyholders. 

In North Carolina, Allstate is challenging regulatory ac¬ 
tions that would result in refunds of auto premiums to policy¬ 
holders under certain conditions. The matter is pending re 
view of the North Carolina Supreme Court. In Massachusetts, 
Allstate is involved in litigation with the Commonwealth Auto¬ 
mobile Reinsurers (the auto residual market authority) con 
cerning Allstate’s withdrawal from that state. In both cases, 
management believes its position will be upheld. 

The Internal Revenue Service (IRS) has asserted a federal 
income tax deficiency' on Allstate's mortgage insurance subside 
aries by deferring deductions for incurred losses to the time 
that the insured lender takes title to a mortgagor’s property 7 . 

On Jan. 24, 1991, the Tax Court, in conference proceedings, 
upheld the IRS position. Allstate is vigorously appealing the 
lower court decision to the U.S. Court of Appeals. Manage¬ 
ment believes that Allstate will prevail on this industry wide 
issue. 

While the aggregate dollar amounts involved in these reg¬ 
ulatory and legal actions cannot be determined with certainty, 
the amounts at issue could have a significant impact on earn¬ 
ings. However, the excess of any liabilities over the amounts 
currently provided that might result from an adverse final de¬ 
termination in one or more of the above mentioned matters is 
not expected to have a material effect on liquidity or capital 
resources. 




















DEAN WITTER FINANCIAL SERVICES GROUP 


Summarized Statements of Income 




millions 


Year Ended December 31 


1991 

1990 

1989 

Revenues 





$2,168.0 

$2,254.3 

$2,044.4 

Commissions 

696.7 

666.5 

694.0 

Asset management 

515.8 

4917 

435 3 

Trading 

460.5 

362.7 

277.1 

Investment banking 

197.4 

206.4 

236.3 

Other operating revenues 

903.6 

625.2 

377.5 

Total revenues 

4,942.0 

4,606.8 

4,064.6 

Costs and expenses 




Interest 

1,128.5 

1.256.4 

1,188.2 

Personnel 

1,371.2 

1,278.4 

1,198.6 

Provision for loan losses 

465.4 

420.8 

300.6 

Other operating costs and expenses 

1,421.3 

1.247.5 

1,080.4 

Total costs and expenses 

4,386.4 

4,203 1 

3,767.8 

Income before income taxes 

555.6 

403.7 

296.8 

Income taxes 

211.0 

170.8 

130 8 

Group income 

$ 344.6 

$ 232.9 

$ 166.0 


See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements 


Analysis of Operations 

Revenues of Dean Witter Financial Services Group in 
creased 7.3% in 1991 and 13-3% in 1990 over the respective 
prior years. The 1991 increase was primarily attributable to in 
creased interest and fee revenues for Credit Services, and in 
creased trading and commission revenues in Securities. The 
1990 increase was primarily due to increased interest and fee 
revenues for Credit Services, and higher asset management 
and trading revenues in Securities. 

Net income reported by the Group in 1991 represented a 
$111.7 million improvement over 1990, due to increased profit 
ability for both Securities and Credit Services. Group income 
in 1990 increased $66.9 million over 1989, primarily due to 
higher profitability for Credit Services 


Securities statements of income follow: 


millions 

1991 

1990 

1989 

Interest 

$ 507.1 

$ 635 0 

1 650.7 

Commissions 

696.7 

6665 

694.0 

Asset management 

515.8 

4917 

4353 

Trading 

460.5 

362.7 

277.1 

Investment banking 

197.4 

206.4 

236.3 

Other 

1239 

113 6 

56.0 

Total revenues 

2,501 4 

2,475.9 

2,349.4 

Personnel 

1,108.0 

1.072.3 

1,029.1 

Interest 

355.4 

486.3 

492.4 

Other 

756.3 

709.4 

637.5 

Total expenses 

2,219.7 

2,268.0 

2,159.0 

Operating income 

281.7 

207.9 

190.4 

Income taxes 

110.7 

98.9 

90.2 

Net income 

f 171.0 

$ 109.0 

$ 100.2 

Assets under management 

$ 49.041 

1 42,546 

$ 42,733 


Net interest income increased 2.0% in 1991 due to irn 
proved spreads on repurchase and resell agreements, as well 
as customer margin lending. In 1990, net interest income de¬ 
creased 6.1% due to the decision to exit program trading and 
because of lower interest rates. 

Commission revenues increased 4.5% in 1991 and de¬ 
creased 4.0% in 1990, primarily due to the fluctuation of activ¬ 
ity in listed securities. 

.Asset management revenues increased 4.9% in 1991 due 
to increased levels of assets under management. In 1990, asset 
management revenues increased 13-0% primarily due to the 
full year results of the transfer agency function which was ac¬ 
quired during the fourth quarter of 1989. 

Trading revenues increased 27.0% and 30.9% in 1991 and 
1990, respectively. These increases were due to higher equity 
trading revenues and higher fixed income trading revenues 
from government securities. 

Investment banking revenues decreased 4.4% and 12.7% 
in 1991 and 1990. respectively. These decreases were due to 
lower fees recorded in the various corporate finance activities. 

Personnel expenses increased 3 3% in 1991 primarily due 
to the increase in variable compensation related to higher trad 
ing volume. Other operating expenses increased 6.6% in 1991 
primarily reflecting the growth in operating revenue for the 
period. In 1990, personnel expenses increased 4.2% and other 
operating expenses increased 11.3%, primarily as a result of 
additional personnel and facilities from the acquisition of the 
transfer agency function and certain other business expan 
sions during the fourth quarter of 1989. 

Net income increased $62.0 million in 1991 as a result of 
higher trading and commission revenues and increased asset 
management fees. Net income increased $8.8 million in 1990 
as a result of higher trading revenues and increased asset man 
agement fees. 





























Summarized Statements of Financial Position 



millions 


December 31 


1991 

1990 

Assets 



Cash and invested cash 

$ 558.2 

f 565.8 

Cash segregated under government regulations 

1,333.9 

1,250.1 

Securities purchased under agreements to resell 

2,681.8 

2,269.5 

Discover Card receivables (net of allowances of $294.4 and $280.6) 

8,724.2 

8,610.6 

Receivables from clients and others-collateralized 

3,447.6 

3,842.5 

Securities, at market value (note 2) 

2,377.9 

1,181.0 

Consumer finance notes 

1,026.8 

1,467.2 

Other assets 

3,229-0 

2.503.5 

Total assets 

$23,379.4 

121,690.2 

Liabilities 



Deposits (note 1) 

$ 5,074.8 

$ 4,754.5 

Securities sold under agreements to repurchase (note 3) 

3,791.6 

2,349.8 

Borrowings (note 3) 

6,388.1 

6,540.3 

Payable to clients and others 

4,168.2 

4,579 1 

Securities sold but not yet purchased, at market value (note 2) 

462.0 

500.1 

Other liabilities 

1,374.9 

1,101.5 

Total liabilities 

21,259.6 

19.825.3 

Capital 

2,119-8 

1,864.9 

Total liabilities and capital 

$23,379.4 

$21,690.2 


See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 


Analysis of Operations continued 


Credit Services statements of income follow: 


$ millions 

1991 

1990 

1989 

Interest revenue 

$ 1,660.9 

$1,619.3 

$1,393-7 

Interest expense 

773.1 

770.1 

695.8 

Net interest income 

887.8 

849.2 

697.9 

Servicing fee income 

247.0 

81.2 

3-3 

Provision for loan losses 

448.4 

4135 

296.7 

Net credit income 

686.4 

516.9 

404.5 

Operating revenues 

532.7 

430.4 

318.2 

Operating expenses 

945.2 

751-5 

616.3 

Income before taxes 

273.9 

195.8 

106.4 

Income taxes 

100.3 

71.9 

40.6 

Net income 

$ 173.6 

$ 1239 

$ 658 

Discover Card: 




Gross receivables at Dec. 31 

$14,683.6 

11.591.5 

8,538.9 

Receivables sold at Dec 31 

$ 5.665.0 

2,700.3 

— 

Average owned receivables 

$ 8,504.8 

8,367.1 

6,712.6 

Cardmembers (thousands) 

41.162 

37,773 

32,722 

Merchant oudets (thousands) 

1.433 

1,244 

1,080 

Credit Services: 




Ratio of net charge olfs to average 




owned loans 

3.40% 

3.08 

2.63 

Loans delinquent three months or 




more 

1.60% 

1.44 

1.27 

Auto, home equity and other loan 




volume (principal) 

$ 397 

668 

530 


Net interest income increased 4.5% in 1991 primarily due 
to the continued growth of credit card receivables and lower 
average interest rates on borrowings. In 1990, net interest 


income increased 21.7% due to the significant growth in credit 
card receivables, partially offset by the initial sale of receiv 
ables through the use of asset-backed securities. 

The provision for loan losses on owmed receivables in 
creased 8.4% in 1991 primarily due to higher net charge-offs. 

In 1990, the provision for loan losses on owmed receivables 
increased 39.4%, primarily due to higher net charge-offs and 
the continued growth of credit card receivables. 

Operating revenues increased significantly in both 1991 
and 1990 due to continued growth in credit card activities. 
Additionally, in 1991 and 1990, servicing fees increased signifi 
candy due to the servicing of receivables sold through the use 
of asset backed securities. 


Discover Cardmembers 

(thousands) 



Operating expenses increased 25.8% in 1991 compared 
with 21.9% in 1990. For 1991 and 1990, increased personnel 
and promotional expenses reflect the increased credit card 
volume and the expansion of services to Cardmembers and 
merchants. 

Net income for Credit Services increased $49.7 million in 
1991 compared with an increase of $58.1 million in 1990. The 
improvement of earnings in 1991 and 1990 can be attributed 
to the growth of credit card activities. 

























DEAN WITTER FINANCIAL SERVICES GROUP 


Summarized Statements of Cash Flows 


millions _ Year Ended December 31 




1991 

1990 

1989 


Cash flows from operating activities 

Group income 

$ 344.6 

} 232.9 

$ 166.0 


Adjustments to reconcile group income to net cash provided by operating activities 
Depreciation, amortization and other noncash items 

50.1 

44.4 

48.2 


Provisions for uncollectible accounts 

465.4 

425.8 

304.3 


Change in deferred taxes 

(91-0) 

(71.4) 

(66.8) 

2 

Change in net matched agreements to resell or repurchase securities 

1,206.8 

10.8 

(77.2) 


Increase in net trading account securities 

(1,235.0) 

(411.9) 

(420.1) 


Decrease (increase ) in brokerage receivables 

377.9 

(639.4) 

(173.2) 


Increase ( decrease) in brokerage payables 

(410.9) 

899.2 

537.4 


Increase in cash segregated under government regulations 

(83.8) 

(284.0) 

(279.3) 


Change in net other operating assets and liabilities 

(363.2) 

(3636) 

239.6 


Net cash provided by (used in) operating activities 

260.9 

(157.2) 

278.9 


Cash flows from investing activities 

Proceeds from sales of investments 

6.3 

.6 

289.2 


Purchases of investments 

(14.1) 

(7.7) 

(8.6) 


Collections on and sales of consumer finance notes 

842.4 

459.0 

1.3953 


Originations of consumer finance notes 

(408.6) 

(662.3) 

(1,022.5) 


Net purchases of property and equipment 

(60.7) 

(38.1) 

(64.9) 


Increase in Discover Card receivables 

(534.7) 

(7258) 

(2,654.0) 


Net cash used in investing activities 

(169.4) 

(974.3) 

(2,065.5) 

Cash flows from financing activities 

Net increase (decrease) in long term debt 

1,187.8 

252.3 

(4.6) 

Change in net unmatched agreements to resell or repurchase securities 

(177.3) 

334.5 

(93.3) 

Increase (decrease) in deposits 

320.3 

(703.9) 

827.5 

Net increase (decrease) in short-term borrowings, primarily 90 days or less 

(1,340.2) 

1,476.0 

1,059.9 

Dividends paid to Corporate 

(109.7) 

(100.4) 

(79.4) 

Net capital transfers from Corporate 

20.0 

20.3 

13.9 

Net cash provided by (used in) financing activities 

(99.1) 

1,278.8 

1,724.0 

Net increase (decrease) in cash and invested cash 

$ (7.6) 

$ 147.3 

i (62.6) 

Cash and invested cash at beginning of year 

$ 565.8 

$ 418.5 

$ 481 1 

Cash and invested cash at end of year 

$ 558.2 

$ 565.8 

t 418.5 

See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 




Analysis of Financial Condition 

Securities assets are extremely liquid and can be readily con 
verted to cash. Cash and liquid asseus, which consists princi¬ 
pally of securities inventory, receivables from brokers, dealers 
and clients, and securities purchased under agreements to re 
sell, represent more than 85% of total Securities assets at Dec. 
31, 1991. Short term borrowings are used to finance the pur 
chase of securities by clients on margin, to facilitate the securi¬ 
ties settlement process and to finance the trading account secu 
rities inventory. Letters of credit are utilized in lieu of cash or 
security margin deposits required by various clearing associa¬ 
tions wherever possible. Portions of liabilities, such as credit 
balances of clients, certain payables to brokers on securities 
transactions and other liabilities are noninterest bearing and, 
therefore, an important source of funds. 


Credit Services experienced continued growth in assets in 
1991 and 1990. Owned assets increased 5 5% in 1991 and 
12.6% in 1990. Assets, including securitized assets, increased 
26.2% in 1991 and 38% in 1990. Consumer and institutional 
deposits, asset securitizations. Discover Credit Corp. commer 
cial paper and intermediate term financing and short-term 
bank related borrowings were the principal sources of fund 
ing. The Group has diversified access to cost-effective sources 
of short-term borrowings and maintains an appropriate mix of 
fixed and variable rate borrowings. Debt is allocated from Cor 
porate to fund certain Discover Card receivables, as required 
by regulations, with interest charges allocated at a rate approxi 
mating the short-term cost of funds. 
























Notes to Summarized Financial Statements 

Summary of significant accounting policies 
Basis of presentation 

The summarized financial statements of Dean Witter Finan¬ 
cial Services Group include Securities and Credit Services activ¬ 
ities. Securities consists of securities and futures brokerage ser 
vices, asset management, investment banking, securities trad¬ 
ing and securities lending. Credit Services includes credit card 
services and consumer finance services. 

Securities 

Client transactions are recorded on settlement date with 
related commission revenues and expenses recorded on a 
trade date basis. Proprietary security transactions are recorded 
on the trade date. Securities are valued at market, and the 
unrealized gains and losses are reflected in income. 

Transactions in forward contracts and futures are open 
contractual commitments until settlement date. Open con 
tracts are valued at market and the resulting unrealized gains 
and losses are reflected in income. 

Security transactions under agreements to resell and repur 
chase are carried at the contract amounts at which the securi 
ties will be resold or reacquired. Additionally, the Group takes 
possession of the securities under agreements to resell at the 
time such agreements are made. In the event the market value 
of such securities falls below the related agreement to resell, 
the Group will request additional collateral. 

Credit card services 

Interest on loans is credited to income as earned. General¬ 
ly, interest is accrued on loans until the date of charge-ofF. The 
interest portion of the charge-off is written off against interest 
income. Merchant discount revenue is accrued as earned. Ser¬ 
vice fee income is recorded when billed. 

The allowance for possible loan losses is established 
through a provision charged to expense. Loans are charged 
against the allowance when management believes that 
collectibility of the principal is unlikely. The allowance is man¬ 
agement's estimate of the future uncollectibility of existing 
loans. Factors such as prior loan loss experience, changes in 
the volume of the loan portfolio, and overall portfolio quality 
are considered in determining the adequacy of the allowance. 

Consumer finance 

Revenues from consumer finance notes are deferred and 
amortized to income over the terms of the loans. Direct loan 
origination costs are deferred and amortized over the esti 
mated lives of the loans using the level yield method. 


1. Deposits by type follow: 


$ millions 

December 31 


1991 

1990 

Demand accounts 

Consumer certificate accounts 
$100,000 minimum certificate accounts 

$1,264.0 

422.4 

3,388.4 

$ 985.4 
308.5 
3,460.6 

Total 

Weighted average interest rate at Dec. 31 

$5,074.8 

8.00% 

$4,754.5 

8.55% 

A summary- of deposits by year of maturity follows: 

millions 

December 31, 1991 

Demand accounts 

Certificate accounts maturing in 

1992 

1993 

1994 

1995 

1996 and thereafter 


$1,264.0 

1,220.4 

617.3 

425.2 

222.2 
1,325.7 

Total 


$5,074.8 

2. Securities owned and securities sold but not yet 
purchased consist of the following: 

millions 

December 31, 1991 

Sold but not 
Owned yet purchased 

Money market instruments 

U. S. Government and agency obligations 
Municipal bonds 

Corporate bonds 

Corporate stocks and options 

$ 314.9 

1,443.2 

196.0 

310.5 

1133 

$ .4 

295.6 
4.8 
459 
115.3 

Total 

$2,377.9 

$462.0 

3. Borrowings consisted of: 

$ millions 

December 31 


1991 

1990 

Borrowi ngs/al k rations from Corporate 

Bank loans 

Commercial paper 

Other 

$1,346.9 

1,800.1 

2,065.7 

1,1754 

$1,116.3 
2,197 8 
2,961.4 
264.8 

Total 

Weighted average interest rate at Dec. 31 

$6,388.1 

59% 

$6,540.3 

8.1% 


The weighted average interest rate on amounts borrowed 
on repurchase agreements was 4.6% and 7.6% at Dec. 31, 

1991 and 1990, respectively. 
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Summarized Statements of Income 


millions 


Year Ended December 31 


1991 

1990 

1989 

Revenues 




Real estate commissions 

$ 615.4 

$ 584.5 

$ 723 2 

Real estate operations 

189.0 

170.0 

1151 

Interest 

572.5 

445.4 

452.2 

Ancillary fees and other 

236.4 

177.5 

157.5 

Total revenues 

1,613.3 

1.377.4 

1,448.0 

Costs and expenses 




Commissions and direct cosls 

517.8 

490.1 

5322 

Operating and administrative 

592.7 

567.8 

5637 

Interest 

555.5 

465 0 

467.4 

Total costs and expenses 

1,666.0 

1,522.9 

1.563 3 

Operating loss 

(52.7) 

(145-5) 

(115.3) 

Gain on sale of property 

160.2 

195.0 

222.2 

Equity in income (loss) of real estate joint ventures (note 2) 

(2.6) 

(5.4) 

.9 

Income before income taxes 

104.9 

44.1 

107.8 

Income taxes 

44.3 

18.6 

438 

Income from continuing operations 

60.6 

255 

64.0 

Discontinued operations 




Operating income, net of income tax expense of $2.2 

— 

— 

2.8 

Gain on disposal, net of income tax expense of $77.2 

— 

— 

599 

Group income 

$ 60.6 

$ 25.5 

$ 126.7 


See notes to Consolidated and Coldweil Banker Real Estate Group summarized financial statements. 


Analysis of Operations 


After a difficult transition year in 1990. the growth and 
marketing strategies established in 1989 effectively positioned 
the Group to deal with the unique economic challenges of 
1991. For the year, Group revenues increased 17.1% to $1.61 
billion. This compares to a decline of 4.9% experienced in 
1990. 

Net income was $60.6 million in 1991, an increase of 
137.6% over the prior year. Significant improvements in Resi 
dential and Mongage income more than offset the reduced 
income of Homan which was caused mainly by a reduction in 
the gain on sale of propenies. The improvement in Residen¬ 
tial, in an unfavorable market, was attributable to aggressive 
cost takeouts over the last three years, increases in commis¬ 
sion revenue retained and the successful acquisition of the as¬ 
sets of the residential brokerage operation of Schlott Realtors. 
Within Mongage, the improvement resulted from higher servic¬ 
ing income and interest rate spreads on the growing mongage 
warehouse of loans originated but not yet sold and loans held 
for investment. Income from continuing operations in 1990 
declined 60.2% from the prior year due to increased operating 
losses and lower gains from the sale of propenies. Net income 
for 1990 decreased by 79 9% because 1989 net income in 
eluded income of $62.7 million from the sale of the discontin 
ued Commercial division. 

The cyclical downturn experienced by the residential real 
estate market in 1990 continued through 1991. Despite the 
fact that the housing affordability index reached its highest 
level in nearly fifteen years, sagging consumer confidence held 
home resale volume to a level below that of 1990 which was 
lower than the 1989 level. In 1991. the residential mongage 
market benefited from a surge in origination volume as a re¬ 
sult of a dramatic drop in mongage interest rates. Refinancing 


activity tended to offset seasonal drops in home resales and 
mongage lending activity. 

The residential real estate business, which accounted for 
approximately 45% of the Group's 1991 revenues, reported a 
6.5% increase in revenues compared with a decrease of 16.7% 
in the prior year. The 1991 increase was due primarily to the 
successful Schlott acquisition in February 1991. With 99 offices 
located mainly in the Northeast, Schlott was the nation's sec¬ 
ond largest independent broker. The acquisition significantly 
enhanced Residential's market presence and profitability in the 
northeastern region. This region had been particularly hard hit 
by the 1990 downturn but its regional home sales improved 
during 1991 Affiliate operations and Residential's executive re 
location operation both reported record levels of revenues. 

Homart Development Co. revenues, primarily shopping 
center and office building rents, increased $17.6 million, or 
8.6%, reflecting improved shopping center and office building 
occupancy and the first full year of operations of properties 
acquired or opened during the prior year. In 1990, revenues 
increased 46.6% due to improved office building rents, the con 
version of joint venture properties to wholly-owned status in 
late 1989 and shopping center acquisitions. 

Sears Mortgage Group revenues increased 33.4% in 1991 
versus an increase of 3 1% in 1990. During 1991, the retained 
servicing portfolio of Sears Mortgage Corporation increased 
37% to $20.6 billion, resulting in significantly higher servicing 
income and economies in servicing costs per loan. Higher orig 
ination volumes and warehouse balances at Sears Mortgage 
Corporation, combined with higher portfolio balances within 
Sears Savings Bank, also contributed to the 1991 revenue in 
crease. The 1990 increase resulted from higher origination vol 
umes and sales of servicing by Sears Mortgage Corporation. 















Summarized Statements of Financial Position 


millions December 31 



1991 

1990 

Assets 



Investments 



Real estate investments (note 1) 

$2,000.7 

$1,9269 

Mortgage loans held for investment 

4,669.9 

3,084.0 

Mongage backed securities held for investment 

48.9 

267.7 

Mongage backed securities and mongage loans held for sale 

1,764.4 

1.279.4 

Investments in and advances to real estate joint ventures (note 2) 

354.9 

3326 

Total investments 

8,838.8 

6.890.6 

Cash and invested cash 

204.5 

2379 

Office propenies and equipment, less accumulated depredation of $ 110.5 and $98 8 

115.8 

118 3 

Prepaid expenses and other assets 

370.8 

259 8 

Commissions and other receivables 

328.8 

296.0 

Other assets 

66.3 

49.8 

Total assets 

$9,925.0 

$7,852.4 

Liabilities 



Long term debt 

$1,189-3 

$1,071.1 

I-oans payable 

2,936.3 

1.986.3 

Deposits and advances (note 3) 

4,342.6 

3,2433 

Securities sold under agreements to repurchase- 

96.8 

306.4 

Deferred income taxes 

112.1 

116.2 

Other liabilities 

440.8 

382.5 

Total liabilities 

9,117.9 

7,1058 

Capital 

807.1 

746 6 

Total liabilities and capital 

$9,925.0 

$7,852.4 


See notes to Consolidated and Coldwell Banker Real Estate Group summarized financial statements 


Analysis of Operations continued 

Commissions and direct costs increased 5 7% from 1990 
primarily as a result of higher direct operating costs of Homan 
properties and in line with Residential commission revenue. 
Residential implemented a revision to its commission structure 
which improved the percentage of commission revenues re¬ 
tained by the Group. Operating and administrative expenses 
increased 4.4% as compared to 1990, reflecting higher costs 
incurred by Sears Mongage Corporation as a result of a dou¬ 
bling in branch mongage loan production from the prior year. 
Within Residential, operating and administrative expenses de¬ 
creased 5.1% reflecting the impact of continuing aggressive 
cost control programs panially offset by increased operating 
expenses associated with the Schlott acquisition. Interest ex¬ 
pense increased 19.5% for the year to support a larger mort¬ 
gage portfolio and higher warehouse balances in the Mort 
gage Group, both of which produced favorable interest 
spread income. Sears Savings Bank continues to adhere to a 
policy of limiting loan acquisitions to produces where accept 
able mitigation of interest rate risk is achieved. In 1990, costs 
and expenses decreased 2.6% primarily as a result of a 17.9% 
drop in Residential commission expense and cost reduction 
programs, partially offset by higher operating costs at Homan 
due to the increase in the number of owned properties. 


As expected, the Group’s operating income continued to 
be impacted by operating losses at Homan. Homan's operat 
ing losses were $ 106.6 million in 1991, compared with losses 
of $88.5 and $79.1 million in 1990 and 1989, respectively. 

Sales of mature properties, continued project development 
and increased financial leverage accounted for these higher op 
erating losses, which included noncash charges such as depre 
ciation and amortization amounting to $66.7, $54.4 and $40.0 
million in 1991, 1990 and 1989. All other business units within 
the Group experienced significant improvements in operating 
income. 

Gains on sale of property declined 14.1% to $ 101 3 mil 
lion on an after tax basis. The 1991 gains resulted from the 
sale of a wholly owned shopping center, a partial interest in 
another wholly owned shopping center and the sale of a com 
munity center. The 1990 after tax gain of $117.9 million re 
suited from the sale of one wholly owned shopping center 
and partial interests in a shopping center and an office build 
ing. The 1989 after tax gains of $131.4 million resulted from 
the sale of partial interests in three shopping centers. 
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Summarized Statements of Cash Flows 





millions 



Year Ended December 31 


1991 


1990 

1989 

Cash flows from operating activities 

Group income 

$ 60.6 

$ 

255 

f 126.7 

Adjustments to reconcile group income to net cash provided by operating activities 




Depreciation, amortization and other noncash items 

92.8 


118.8 

85.2 

Gain on sale of discontinued operation 

— 


— 

(137.1) 

Gains on sales of property and investments 

(158.6) 


(193-1) 

(213.9) 

Increase (decrease) in deferred taxes 

(4.3) 


(10 5) 

54.3 

Change in net other operating assets and liabilities 

54.1 


101 8 

(319.6) 

Net cash provided by (used in) operating activities 

44.6 


42.5 

(404.4) 

Cash flows from investing activities 

Proceeds from sales of investments 

391.4 


265.0 

575.7 

Purchases of investments 

(424.2) 


(477.5) 

(275.1) 

Collections on mongage backed securities and mongage loans 

597.0 


572.1 

535.5 

Purchases and originations of mongage backed securities and mongage loans 

(2,578.4) 

( 

1.073 5) 

(796.7) 

Net purchases of property and equipment 

(21.7) 


(16.9) 

(16.8) 

Net cash provided by (used in) investing activities 

(2,035.9) 


(730.8) 

22.6 

Cash flows from financing activities 

Net increase (decrease) in long-term debt 

118.2 


2.0 

(16.0) 

Proceeds from advances from Federal Home Loan Bank 

1,318.0 


1,091.0 

480.0 

Repayments of advances from Federal Home Loan Bank 

(1,311.0) 


(590.0) 

(670.0) 

Increase (decrease) in deposits 

1,092.3 


(31.9) 

(482.7) 

Change in net unmatched agreemenLs to resell or repurchase securities 

(209.6) 


(278.0) 

645.6 

Net increase in short term borrowings, primarily 90 days or less 

950.0 


441.0 

703.7 

Dividends paid to Corporate 

— 


(12.8) 

(220.6) 

Net capital transfers from Corporate 

— 


32.4 

6.1 

Net cash provided by financing activities 

1,957.9 


6537 

446.1 

Net increase (decrease) in cash and invested cash 

$ (33.4) 

$ 

(34.6) 

{ 64.3 

Cash and invested cash at beginning of year 

$ 237.9 

$ 

272.5 

$ 208.2 

Cash and invested cash at end of year 

$ 204.5 

$ 

237.9 

$ 272.5 


See notes to Consolidated and Coldwell Banker Real Estate Group summarized financial statements. 


Analysis of Financial Condition 

The Mongage Group’s investment loan portfolio is val¬ 
ued at cost. If this portfolio were valued at market, the result 
ing unrealized gains, which are related almost entirely to fixed 
rate loans, would amount to approximately 1% of mortgage 
loans held at Dec. 31, 1991. New additions to the portfolio 
have been limited in recent years to variable rate mortgage 
loans and fixed rate mortgages with expected short durations 
which are match funded. 

Mortgage loans held for sale are carried at the lower of 
cost or market as determined in the aggregate. The increase in 
loans held for sale reflects the significant increase in origina 
tion volume during the fourth quarter of 1991 Nonaccrual 
loans (which are loans 90 days or more past due) and restruc¬ 
tured loans were 1.1% of total mortgage loans at Dec. 31, 

1991. 


Net cash provided by operations was $44.6 million in 
1991 and $42.5 million in 1990. The major source of cash in 
1991 and 1990 was income adjusted for noncash items. 

Cash used in investing activities was $2.04 billion in 1991 
and $730.8 million in 1990. The major investment uses of cash 
were mortgage loans and real estate investments in both 
years. 

Cash provided from financing activities was $1.96 billion 
in 1991 compared with $653-7 million in 1990. Beginning in 
1991, the Group’s short term funding was provided by Corpo 
rate, with $2.05 billion of intercompany loans outstanding at 
Dec. 31. 1991. Interest is charged at a rate approximating the 
Company’s short-term cost of funds. 

Joint venture shopping centers and office buildings are 
developed primarily with borrowings related to those joint ven 
tures and, therefore, are not reflected on the Group’s State¬ 
ments of Financial Position or Statements of Cash Flows. 
















Notes to Summarized Financial Statements 

Summary of significant accounting policies 
Basis of presentation 

The summarized financial statements of Coldwell Banker 
Real Estate Group include real estate development, manage¬ 
ment, brokerage, mongage banking and related financial sen- 
ices. The Group carries its investment in joint ventures at cost 
plus its undistributed share of earnings and losses since incep¬ 
tion. 

Real estate 

Real estate commissions on sales are credited to income 
upon close of escrow or upon transfer of title. Sales commis¬ 
sions expense is recorded concurrently with the income trans¬ 
action to which it relates. Percentage rental revenue is based 
on tenant sales and is recognized in the period in which the 
sales occur. Initial leasing costs applicable to company-owned 
real estate are deferred and amortized over the average life of 
the related leases on a straight line basis. 


Mortgage banking 

Mortgage loans and mortgage-backed securities held for 
investment are carried at cost as it is management's intention 
to hold these loans to maturity. Mortgage loans and mortgage- 
backed securities held for sale are carried at the lower of cost 
or market as determined in the aggregate. 

Fees for servicing loans for investors are recognized as 
income as the related mortgage payments are collected. For 
loans sold with servicing retained, excess senicing fees are rec¬ 
ognized as an adjustment to the gain or loss on the sale of the 
loans. The costs of mortgage senicing purchased are deferred 
and amortized over the estimated average life of the related 
loans on a basis that approximates the estimated future stream 
of net senicing income. 

Interest on loans is credited to income as earned to the 
extent considered collectible. Loan origination and commit 
ment fees and certain direct loan origination costs are de¬ 
ferred and amortized to income over the estimated lives of the 
loans. 


1, Real estate investments 


millions 


December 31, 1991 


December 31, 1990 


Operating 

Held for 
or under 
development 

Total 

Operating 

Held for 
or under 
development 

Total 

Land 

Buildings, improvements and equipment 

Construction and development costs 

Residential relocation property' held for clients 

$ 149.4 
1.366.3 

$253-0 

233-8 

214.1 

$ 402.4 
1,366.3 
233-8 
214.1 

$ 147.5 
1.227.6 

$191.5 

181.2 

235-7 

$ 339.0 
1,227.6 
181.2 
235.7 


1,515.7 

700.9 

2,216.6 

1,375.1 

608.4 

1.983.5 

Accumulated depreciation and amortization 

215.9 

— 

215.9 

56.6 

— 

56.6 

Total 

$1,299.8 

$700.9 

$2,000.7 

$1,318.5 

$608.4 

$1,926.9 


The amount of interest and taxes capitalized in connec¬ 
tion with property held for or under development was $23.1, 
$318 and $37.9 million for the years ended Dec. 31, 1991, 

1990 and 1989, respectively. Residential relocation property is 
held on behalf of corporate clients who generally assume all 
holding costs and risks. 

2. Real estate joint ventures 

At year-end 1991, Homart was a partner in 33 joint ven¬ 
tures formed to develop and operate regional shopping cen¬ 
ters and other commercial property. Homart, with its partners, 
has jointly and/or severally guaranteed $97.6 million 
in borrowings for joint ventures in which it is a partner. 

At Dec. 31, 1991 and 1990, combined joint venture assets 
(primarily shopping centers and office buildings including 
property under development) totaled $1.19 and $1.25 billion, 
and liabilities (primarily long term debt and construction 
loans) totaled $520.3 and $647.2 million, respectively. Joint 
venture revenues for the years ended Dec. 31, 1991, 1990 and 
1989 were $127.6, $123-3 and $134.1 million, respectively. Op¬ 
erating income (loss) before gains on property sales was $1.5, 
($1.1) and $5 2 million in 1991, 1990 and 1989. Homart’s 
share of joint venture gains on property' sales of $0.6, $0.4 and 
$0.1 million for the years 1991. 1990 and 1989 are included in 
the caption "Gain on sale of property" in the accompanying 
Statements of Income. 


3. Deposits and advances by ripe follow: 


$ millions 

December 31 


1991 

1990 

Demand and passbook accounts 

$ 138.3 

$ 63.7 

Consumer certificate accounts 

2.363.1 

1,710.5 

$100,000 minimum certificate accounts 

1,183.2 

818.1 

FHI.B advances 

658.0 

6510 

Total 

$4,342.6 

$3,243.3 

Weighted average interest rate at Dec. 31 

6.89% 

8.3 l c 

A summary of deposits and advances by year of maturity fol- 

lows: 



millions 

December 31. 1991 

Demand and passbook accounts 

Certificate accounts and advances maturing in: 


$ 138.3 

1992 


1,968.9 

1993 


721.1 

1994 


468.3 

1995 


279.8 

1996 and thereafter 


766.2 

Total 


$4,342.6 
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Responsibility for Financial Statements 

The financial statements, including the financial analysis 
and all other information in this annual report, were prepared 
by management which is responsible for their integrity and 
objectivity. Management believes the financial statements, 
which require the use of certain estimates and judgments, 
fairly and accurately reflect the Company’s financial position 
and operating results, in accordance with generally accepted 
accounting principles. All financial information in this annual 
report is consistent with the financial statements. 

Management maintains a system of internal controls 
which it believes provides reasonable assurance that, in all ma¬ 
terial respects, assets are maintained and accounted for in ac¬ 
cordance with management's authorizations and transactions 
are recorded accurately in the books and records. The con 
cept of reasonable assurance is based on the premise that the 
cost of internal controls should not exceed the benefits de 
rived. To assure the effectiveness of the internal control sys¬ 
tem, the organizational structure provides for defined lines of 
responsibility and delegation of authority. The Company’s for 
mally stated and communicated policies demand of employ¬ 
ees high ethical standards in their conduct of its business. 
These policies address, among other things, potential conflicts 
of interest; compliance with all domestic and foreign laws, in 
eluding those related to financial disclosure; and the confiden 
tiality of proprietary information. As a further enhancement of 
the above, the Company’s comprehensive internal audit pro¬ 
gram is designed for continual evaluation of the adequacy and 
effectiveness of its internal controls and measures adherence 
to established policies and procedures. 


Deloitte & Touche, independent certified public accoun 
tants, have audited the financial statements of the Company 
and their report is presented below. Their audit also includes 
a study and evaluation of the Company's control environ¬ 
ment, accounting systems and control procedures. The inde¬ 
pendent accountants and internal auditors advise management 
of the results of their reviews, and make recommendations to 
improve the system of internal controls. Management evalu 
ates the audit recommendations and takes appropriate action. 

The Audit Committee of the Board of Directors is com 
prised entirely of ciirectors who are not employees of the Com¬ 
pany. The committee reviews audit plans, internal controls, fi 
nancial reports and related matters and meets regularly with 
the Company’s management, internal auditors and indepen 
dent accountants. The independent accountants and the inter¬ 
nal auditors advise the committee of any significant matters 
resulting from their audits of our financial statements and inter 
nal controls and have free access to the committee without 
management being present. 

Edward A. Brennan 
Chairman, President 
and Chief Executive Officer 

Edward M. Liddy 
Senior Vice President and 
Chief Financial Officer and 
Acting Comptroller 


Report of Independent Certified Public Accountants 


To the Shareholders and Board of Directors 
Sears, Roebuck and Co. 

We have audited the accompanying Consolidated State¬ 
ments of Financial Position of Sears, Roebuck and Co. as of 
December 31, 1991 and 1990, and the related Consolidated 
Statements of Income, Shareholders' Equity and Cash Flows 
for each of the three years in the period ended December 31. 
1991. These financial statements are the responsibility of the 
Company’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that we 
plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material mis¬ 
statement. An audit includes examining, on a test basis, evi¬ 
dence supporting the amounts and disclosures in the financial 


statements. An audit also includes assessing the accounting 
principles used and significant estimates made by manage¬ 
ment, as well as evaluating the overall financial statement pre¬ 
sentation. We believe that our audits provide a reasonable 
basis for our opinion. 

In our opinion, such consolidated financial statements 
present fairly, in all material respects, the financial position of 
Sears, Roebuck and Co. as of December 31, 1991 and 1990, 
and the results of its operations and its cash flows for each of 
the three years in the period ended December 31. 1991, in 
conformity with generally accepted accounting principles. 

As discussed in the summary of significant accounting 
policies, the Company changed its accounting for income 
taxes in 1991. 


February 28, 1992 
Chicago, Illinois 






CORPORATE RESPONSIBILITY 


Corporate responsibility continues to mean many things to 
us. It is the fair and equitable treatment of all our 
stakeholders including associates, shareholders , customers 
and suppliers. It is our sense of concern for the well being 
of the public at large and for our environment. And it is 
the time and money> that we contribute toward 
strengthening the communities where we do business. 

In 1991, The Sears-Roebuck Foundation and Sears busi¬ 
ness groups continued to work toward strengthening com 
munities across the country through associate involvement 
and strategic grants totaling more than $19.8 million in 
cash contributions. These contributions included funding 
to support education, the arts and civic affairs and to ad 
dress human services needs. In addition. Sears Merchan¬ 
dise Group donated a former retail store building valued 
at more than $7.5 million to Dade County, Florida to be 
used by the Performing Arts Center Trust as the Miami 
Arts Center. 

Education was the cornerstone of The Sears Roebuck 
Foundation programs. The Foundation provided more 
than $1.0 million to 700 private colleges and universities 
through its Teaching Excellence and Campus Leadership 
Awards program and through grants to the United Negro 
College Fund and the Hispanic Association of Colleges and 
Universities. 

United Way continued to be a primary vehicle of Sears 
business groups’ collective support of communities across 
the country. The corporation contributed $7.a million and 
associates pledged more than $13-9 million to local Linked 
Ways. 

In 1991. Sears business groups provided special support 
for U S. military personnel participating in Operation Des¬ 
ert Shield/Desert Storm and their families. Sears Merchan 
disc Group led the way, with Sears stores providing public 
collection points for the USO funds established to help 
ease the financial difficulties of military families. And Prod¬ 
igy, the IBM Sears joint venture, offered a free program 
allowing members to send letters to Operation Desert 
Shield. Desert Storm personnel. Additionally, the Merchan¬ 
dise Group contributed more than $6.9 million to local pro¬ 
grams including the LJnited Way. 

Nationwide in 1991, The Allstate Foundation provided 
support totaling $6.0 million to the United Way and other 
human services organizations; to loss prevention programs 
addressing health issues and automotive safety; and to com¬ 
munity revitalization programs. Two of its 1991 grant recipi 
ents were The National Center for Neighborhood Enter 
prise, a national organization that helps community leaders 
attack problems facing residents of low income neighbor 
hoods; and the occupant safety and anti drunk driving cam 
paign of the General Federation of Women’s Clubs. 

In addition to its continuing participation in United Way 
campaigns, Dean Witter funded a wide range of national 
and local community-support programs. In 1991. Discover 
Card Services, Inc. introduced its Discover Card Tribute to 


Young America program to recognize youth through finan 
cial education and scholarship programs. In addition, Dis¬ 
cover Card continues to be a major sponsor of the Make-A 
Wish Foundation, which grants the wishes of children with 
life threatening illnesses. Discover Card helped the agency- 
raise more than $992,000 in 1991 through a special Christ 
mas promotion with toy merchants across the United 
States, the Discover Card Stars on Ice™ revue and 
Cardmember Cashback Bonus donations. 

Coldwell Banker Residential continues to participate as a 
national co-sponsor of the U S. Marine Corps annual Toys 
for Tots campaign with sales associates nationwide gather¬ 
ing gifts for needy children. Homart shopping centers’ an¬ 
nual Spirit of Giving program raised over $262,000 for local 
charities through the sale of shopping bags and gift wrap¬ 
ping services. In addition, generous shoppers donated over 
$826,000 in gifts through “Giving Trees", which contained 
the wish lists of underprivileged children. 

Through these and other initiatives, Sears, Roebuck and 
Co. will continue its commitment to upholding its reputa¬ 
tion as a responsible corporate citizen. Additional informa¬ 
tion about our community involvement is provided in the 
Sears, Roebuck and Co. Corporate Responsibility Report. 

To obtain a copy, refer to the back cover of this annual 
report. 

Sears has a policy designed to minimize the possibility 
of inadvertent importation into the United States by Sears 
of goods made by forced or convict labor in mainland 
China. Any shareholder interested in receiving a copy of 
the policy may write to the Secretary-, Sears, Roebuck and 
Co., Sears Tower, 68th Floor, Chicago, Illinois 60684. 


Sears, Roebuck and Co. Principal Domestic Business Groups 

Percentages of Female and Minority Employees in each Job Category 
defined by the Equal Employment Opportunity Commission 

Job Categories 

Female 

Black 

Hispanic 

Asian/ 

Pacific 

Islander 

American 

Indian/ 

Alaskan 

Native 

Total 

Employees 
in thousands 

Officials and Managers 

378 

8 1 

4 1 

1.0 

0.4 

3 7 -7 

Professionals 

>47.9 

125 

5 1 

34 

0.3 

188 

Technicians 

507 

12 3 

64 

39 

0.5 

5.7 

Sales workers 

52.2 

144 

6.9 

1.7 

0.7 

1593 

Office and Clerical 

853 

163 

6.7 

2.3 

0.6 

989 

Crafrworkers 

4.4 

108 

7.6 

1 6 

0.6 

35.0 

Operatives 

5.2 

18 4 

10.3 

15 

0.9 

110 

laborers 

31.0 

22 9 

109 

1 2 

0.6 

41.0 

Service Workers 

22.5 

19 I 

95 

1.7 

0.6 

6.1 

Total, December 1991 

50.7 

14 9 

7.1 

1.8 

0.6 

413 5 



Sears Merchandise Group Purchases 

Goods and Services 

1991 

Minority owned’ 

111 1.979,204 

Woman-owned** 

*152.587.562 

Total 

*264,566.766 

’Includes men and women 
’’Non minonty women only. 


Sears, Roebuck and Co., a New York corporation, is headquartered 
in Sears Tower, Chicago, Illinois. 

© Sears, Roebuck and Co. 1992 

























CORPORATE INFORMATION 


Annual Meeting 

The Annual Meeting of Shareholders 
of Sears, Roebuck and Co. will be 
held in the Phoenix Ballroom at 
the JW Marriott Hotel at Lenox, 

3300 Lenox Road, Atlanta, Georgia, 
on Thursday, May 14, 1992, 
at 10:00 a.m., Atlanta time. 

Investor Information 

Analysts and investment 
professionals should direct 
inquiries to: 

Corporate Investor Relations 
Sears, Roebuck and Co. 

Sears Tower-Department 962 
Chicago, IL 60684 
312/875-1468 


General Information 

The following are available upon 
request without charge: 

• a copy of the Form 10-K Annual 
Report filed with the Securities 
and Exchange Commission for 
the year ended December 31, 
1991; 

• an audio-cassette tape of the 
company's 1991 Annual Report 
for use by the visually impaired; 

• a copy of the Sears, Roebuck and 
Co. Corporate Responsibility 
Report which includes The Sears- 
Roebuck Foundation 1991 Report; 

• interim financial information. 
Requests for the above information 
should be addressed to: 

Public Affairs 

Sears, Roebuck and Co. 

Sears Tower 
Chicago, IL 60684 
312/875-9785 


Transfer Agent/ 

Shareholder Records 

For information or assistance 
regarding individual stock 
records, transactions, dividend 
reinvestment accounts, dividend 
checks or stock certificates, 
contact: 

First Chicago Trust Company of 

New York 

P.O. Box 3931 

Church Street Station 

New York, NY 10008-3931 

212/791-3357 

Registrar 

First Chicago Trust Company of 
New York 



Printed on Recycled Paper 




